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Notes and explanation of symbols 


The following symbols have been used in the tables in this Survey: 


Three dots (...) indicate that data are not available or are not separately reported. 

A dash (—) indicates that the amounts is nil or negligible. 

A blank space in a table means that the item in question is not aplicable. 

A minus sign (-) indicates a deficit or decrease, unless otherwise indicated. 

A full stop (.) is used to indicate decimals. 

A slash (/) indicates a crop year or fiscal year, e.g., 1969/1970. 

Use of a hyphen (-) between years, e.g., 1960-1970, signifies an annual average for the calendar years involved, including 
the beginning and the end years. 


References to “tons” mean metric tons, and to “dollars” United States dollars, unless otherwise stated. 
Unless otherwise stated, references to annual growth rates or rates of variatio 


M mean cumulative annual rates. 
Figures and percentages in tables may not necessarily add up to the correspo 


nding totals, because of rounding. 
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Part One 


. THE EVOLUTION OF THE LATIN AMERICAN ECONOMY IN 1982 
o> haseeee = = ea SS eS ns nL ren eee gone. 


In 1982, Latin America suffered an economic crisis that was the most serious of the entire postwar 
period and probably the most serious since the Great Depression of the 1930s. As will be seen later 
on, in most of the countries of the region, this crisis was reflected in the deterioration of almost all the 
main macroeconomic variables. Thus, in 1982 the total product of Latin America fell by almost 1% 
and the per capita product also fell, for the second year in a row. There is no precedent for either 
situation in the preceding four decades. 

The crisis in the region came at the climax of the most serious recession suffered by the 
industrialized economies in almost half a century; it would therefore appear that in 1981, and 
particularly in 1982, the economic evolution of Latin America was seriously limited by external 
circumstances. In some countries, the slowdown of economic activity was also due to internal factors 
such as the inadequate management of exchange and fiscal policies or serious social and political 
conflicts. Nonetheless, the external limitations caused by the international recession considerably 
held back economic progress throughout the region. Therefore, before a detailed analysis is made of 
the trends in the Latin American economy in 1982, it is advisable to take at least a brief look at the 
most important changes which occurred on the world economic scene during that year. 


I. THE INTERNATIONAL SETTING 
1. The world recession 


The year 1982 marked the culmination of the most severe and prolonged recession to have hit the 
world economy during the entire postwar period. In that year, the world product —the growth rate of 
which had been falling for the previous five years— came to an almost complete standstill. Moreover, 
economic activity fell slightly in both the market-economy, industrialized countries and the 
developing countries, something which had never occurred simultaneously in the two groups of 
countries since the end of the Second World War. In the centrally planned economies, although the 
material product rose by 2.5%, this increase was the lowest of the last thirty years, with the sole 
exception of 1981. Only in the countries of South-East Asia did economic activity grow at a relatively 
satisfactory rate, and even there the growth rate was lower than in previous years (see table 1). 

The fact that the recession was so widespread was to a large extent a reflection of the close 
commercial and financial interdependency of the various components of the world economy, which 
tends to facilitate the transmittal of cyclical trends towards growth or contraction from one region to 
another. In 1982, the recessive wave which originated in the industrial economies spread to the 
periphery both through international trade and through net capital flows. The volume of the trade in 
goods, which had only iricreased by 2% in 1980 and completely stagnated in 1981, fell by around 2% 
in 1982 (see table 2). At the same time, prices of almost all commodities fell sharply, thus 
accentuating the considerable decline they had suffered in 1981 (see table 3). 

The effect of these changes in hampering the development of the economies of the periphery 
was reinforced by the persistence of unusually high interest rates on the international financial 
markets —which contributed to the sharp rise in the service of the external debt— and by the abrupt 
contraction of total net capital inflows to the developing countries. 

The decline of world trade and the unfavourable trends with regard to the amount and cost of 
international financing were the external factors that most contributed towards accentuating the 
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OECD, Economic Outlook, December 1982. Darter ar 

’North America, southern and western Europe (except Cyprus, Malta, Yugoslavia), Australia, Japan, New 

“Latin America and the Caribbean, Africa (except South Africa), Asia (except Japan) and Cyprus, Malta and Y; rt 

“Saudi Arabia, Brunei, United Arab Emirates, Iran, Iraq, Libyan Arab Jamahiriya, Kuwait and Qatar. bate che “7 

“Data measured according to net material product concept. Countries comprise China, Eastern Europe and the Union of Soviet 
Socialist Republics. 
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Table 2 = 
WORLD: EVOLUTION OF TRADE BY VOLUME > 
(Growth rate ) 
1963- 1976- PREG FEE: 
1972 1973 1974 1975 1979 1980 1981 1982 
World crade 
Volume 8.5 12.5 45 -4.0 7.0 2.0 - -2.0 
Volume of exports 
Industrialized countries 9.0 [5:2 Hil -4.6 Teal 4.6 2.6 e345) 
Developing countries 
Oil-exporting countries 9.1 14.8 -0.9 -11.5 a5 -12.9 -16.2 -10.0 
Non-oil-exporting countries 6.7 8.9 -0.1 -0.5 8.8 5.6 39 1.0 
Volume of imports 
Industrialized countries 9.0 12a 0.7 -8.1 79 -13 a2. 1-0) 
Developing countries 
Oil-exporting countries 8.3 20.3 38.5 41.4 Gall 14.4 19.4 2.0 


Non-oil-exporting countries 6.2 11.6 Thee} -4.4 7A a) pep) -3.0 


Source: IMF, Annual Report, 1982 and International Financial Statistics; OECD, Economic Outlook, December 1982; United 
Nations Department of International Economic and Social Affairs and Gatt, Press Release No. 1333, 4 March 1983. 
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WORLD: EVOLUTION OF TRADE BY PRICES 


(Growth rates) 


1963- 1976- 
1 Pi el ee tN lege ae 2 
~ Unit value of exports | 
Developed countries 29 20.0 25.0 1 7 
Developing countries ' ie +e aa Bre bs 
Oil-exporting countries 3.4 BSE ae? 21,5 33 13.8 67.3 Lez, -6.0 
Non-oil-exporting countries 2.0 33.9 36.0 -2.0 10.3 EI -5.0 8.0 
Prices of major groups 
of products 
Manufactures 3.0 ey 21.8 12°3 12-7 11.0 -5.0 -3.0 
Petroleum cee 3.0 AQP a2 25.0 dil 16.1 61.9 10.1 -3.0 
Non-oil commodity index 2.5 Spe 28.0 -18.2 12.0 oF -14.8 -12.0 
Foods Ae vs $i we a 34.1 -13.8 -21.0 
Beverages < si es Be sie -12.2 -22.2 3.0 
Agricultural raw materials - ne ae a) - 4.1 -9.8 -14.0 
Metals a sf = = es 10.7 -13.8 -9.0 
Terms of trade 
Developed countries 0.3 -1.6 -11.9 yg | -0.5 -8.7 -1.0 3.0 
Developing countries 
Oil-exporting countries 0.5 11.8 138.4 -5.4 6.1 44.6 LS -3.0 
Non-oil-exporting countries - 6.1 -5.6 -9.0 1) -10.8 -5.4 -5.0 
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Source: IME, International Financial Statistics, OECD, Economic Outlook, December 1982, and United Nations Department 
of International Economic and Social Affairs. 

“Preliminary figures. 


economic slowdown of the periphery in 1982; nevertheless, the origin of the current international 
crisis is to be found in the widely differing economic policies adopted by the industrialized countries 
and by the developing economies after the second series of oil price increases which began in 1979. 
While the industrialized countries adopted restrictive policies with a view to controlling inflation, 
most of the developing countries tried to maintain their economic growth rate. 

Under normal circumstances, the two objectives would be incompatible since, with a recession 
in the central economies, it would be difficult for the periphery to maintain a high rate of economic 
growth for long without suffering from serious external disequilibria or growing inflationary 
pressures. Nevertheless, during the international crisis of 1974-1975, the peripheral economies were 
relatively successful in avoiding the impact of the recession in the industrialized countries; whereas in 
the latter, the absolute /evel of economic activity slowed down, in the developing countries only the 
rate of economic growth slowed down during the same period (see table 1). 

Nevertheless, this relative autonomy of the economic evolution of the periphery with respect to 
that of the industrialized economies was only made possible by three special circumstances. The first 
was the extraordinary growth of international liquidity which followed upon the first series of oil 
price increases; the second was the relatively low —at that time— external indebtedness of most of 
the developing economies, and the third was the relatively moderate rate of inflation prevailing ina 
good number of these economies at that time. 

Under such circumstances, many of the developing countries were able to offset the contractive 
effect of the recession in the central economies with growth-oriented domestic policies financed by 
considerably increasing the external debt. Subsequently, the volume of exports from the periphery 
increased as economic activity in the centres recovered and the economies of the oil-exporting 
countries improved; this, in turn, helped the non-oil-exporting developing economies keep their 
current-account deficits under control. 

The sudden rise in the international prices of oil in 1979 initially led the countries of both the 
centre and the periphery to apply economic policies similar to those they had applied during the crisis 
of 1974-1975. Here again, however, there were differences both in the initial situations of the 
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different countries and in the intensity and persistence of their efforts to ey she: objectives; in 
the long run, these differences were decisive in leading to a wide se sea me Neh 3 

Not only did the countries of the Organization for pines aes oe a cee 
(OECD) have a much higher inflation rate in 1979 than in 1973, but | es the ee a doe 
had a much higher rate of inflation than what had been considerec normal for re P a - 
Under such circumstances, most of the governments of the industrialized car oe — ar ga pie: 
expectation of high inflation was becoming permanently ingrained ‘i e ee — 
economies— gave maximum priority to Acetone policies, despite the fact that they also h 

i d abnormally high unemployment rates. . 

ii a oe for eae of the periphery being able to offset the fall se es ee 
by applying growth-oriented policies were also much lower after 1979 than they - * en in 
1975, inasmuch as inflation had accelerated considerably in all of them and bot their Fee 
indebtedness and the interest rates prevailing on the financial markets had risen substantia i 
Consequently, when the second series of oil price increases began, the developing countries had muc 
less manoeuvring room than they had had during the international recession of the mid-1970s. 

Nevertheless, in 1980 the flow of capital to the periphery increased substantially; thus, the 
growth rate of the energy-importing developing countries only fell slightly during that year. Over the 
next two years, however, as the recession in the central economies worsened, and as the external 
indebtedness margins of many oil-importing countries reached their limits, many of these countries 
had to begin to apply restrictive policies aimed at reducing their growing external disequilibrium or 
alleviating their inflationary processes. 


Table 4 
BALANCE OF-PAYMENTS CURRENT ACCOUNT POSITIONS 
(Billions of dollars) 


1973 1974 1976 1978 1979 1980 1981 1982° 


Industrialized countries Neel =1 550) -2.2 Soe -5.6 -40.1 0.6 -1.2 
Developing countries 
Oil-exporting countries 6.7 68.3 40.3 ef 68.6 1143 65.0 -2.2 
Non-oil-exporting countries -11.6 -37.0 -32.0 -41.3 -61.0 -89.0 -=107.7 -86.8 


Source: IMF, Annual Report 1982, OECD, Economic Outlook, December 1982, and ECLA estimates. 
“Preliminary estimates. 


Thus, the year 1982 was characterized by the widespread application of restrictive policies 
which, in the central countries, were mainly aimed at combating inflation and, in the peripheral 
economies, were mainly aimed at reducing the deficit on current account. On both fronts, significant 
results were obtained: the average rate of inflation in the OECD countries fell from almost 13% in 
1980 to 8% in 1982 and the negative balance on current account of the non-oil-exporting developing 
countries was reduced by over US$ 20 billion (see table 4). Nevertheless, these results went hand-in- 
hand with serious recessions in both groups of countries that were aggravated by the simultaneous 
application of restrictive measures in both groups. Economic activity in the developing economies 
suffered as the anti-inflationary policies and protectionist measures applied by the central countries 
made it increasingly difficult to expand the volume of exports. At the same time, according to OECD 
estimates, the decline of imports in the developing countries (brought about by the policies applied by 
them in order to reduce their external disequilibrium) contributed to the 0.5% drop in the overall 
product of the industrialized economies. 

The simultaneous application of restrictive policies in the central economies and in the 
developing countries raised the cost (in terms of recession) of reducing inflation in the former and of 
reducing the external disequilibrium in the latter. In addition, it generated negative expectations with 


respect to economic growth and involved the risk of creating a crisis of liquidity in the international 
financial system. 
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2. Stabilization policies and recession in the centre 


The most important economic characteristic of the central countries in 1982 was the length and 


x seriousness of the recession, which nullified the forecasts of recovery that had been made in 1981. 
__ This circumstance was closely related to the high priority which the central economies attached 


to controlling inflation and, especially, to the means they used to do so. As mentioned above, after the 
second oil price crisis, the industrialized countries attached great importance to their stabilization 


_ policies, inasmuch as the 1979 oil price increase came on top of inflation rates which, in some cases, 


had risen to over 10% per year. 

They chose, however, to fight inflation almost entirely by means of monetary controls. Since 
the OECD economies had built-in expectations of a high and persistent inflation, and since the 
stabilization programmes neglected or did not fully use price and income policies, the initial effect of 
the abrupt halt in monetary expansion was felt mainly at the level of economic activity —in terms of 
recession and unemployment— and not in the rate of increase of prices. Because the emphasis was 
placed almost entirely on monetary policies, recession —although an awkward and costly tool— 
turned out to be the main recourse used to break down inflationary expectations. In fact, in the OECD 
countries as a whole, the growth rate of the product fell from around 4% in 1979 toa little over 1% in 
1981, while during the same period the average rate of unemployment rose from 5% to almost 7%. 

Nonetheless, as 1982 began, it was obvious that inflation had begun to give way and that there 
was a growing acceptance of the monetary policies applied by the United States Federal Reserve 
system. Under such circumstances, the expectations were —and most forecasts seemed to confirm— 
that 1982 would be the year when the industrialized economies would begin to recover. 

Unfortunately, recovery was delayed time and again. In July 1981, for example, the OECD 
anticipated a recovery during the first half of 1982, whereas one year later it predicted that a recovery 
would occur during the second half of 1982.1 

Both forecasts were wrong. As noted above, the overall product of the OECD countries in 1982 
did not grow by 2%, as had been anticipated in July 1981, nor by 0.5%, as had been estimated as late as 
July 1982; in actual fact, economic activity in the industrialized countries fell slightly. 

Interest rates, which in 1982 reached their highest levels, in real terms, since the 1930s, played a 
decisive role in this prolongation and aggravation of the recessive process (see table 5). 

Thus, the need to reduce real interest rates became the central issue of economic policy in the 
industrialized countries, which recognized that recovery would be very difficult if interest rates 
remained so high. The consensus regarding the need to bring down interest rates was not reflected, 
however, in the efforts made to achieve this objective. 

According to the most prevalent monetarist argument, interest rates remained high because of 
the expectations of high inflation in the United States to which that country’s large fiscal deficit gave 
rise. Thus, according to this view, in order to reduce interest rates and facilitate recovery, it was 
essential to reduce the fiscal disequilibrium and follow a restrictive monetary policy. 

Neo-Keynesian thought, on the other hand, saw the high interest rates as being caused not by 
the prevailing inflationary expectations —for the rate of increase of prices was falling sharply— but 
rather by the fact that expectations for recovery had been thwarted. According to this view, the main 
cause of the high interest rates was the prolonged and unexpected drop in sales: businesses were 
obliged to request loans in order to offset the diminishing cash flow caused by the recession. 
Consequently, the central problem was not so much to bring down inflationary expectations by 
reducing the fiscal deficit) but rather to fight the recession by applying a policy of fostering monetary 
expansion so as to help bring interest rates down. 

As may be seen, the economic policy recommendations of the monetarists and those of the neo- 
Keynesians were clearly different, at least as far as the short term 1s considered. According to the 
monetarists, monetary expansion would raise interest rates because of its effect on inflationary 
expectations; what was needed was to reduce the deficit. On the other hand, the neo-Keynesians 
argued that interest rates would be brought down if the money supply was increased, since the heavy 
demand for credit was due to the low level of sales and not to inflationary expectations: the growth of 
liquidity would, basically, lead to an increase in production, given the high levels of idle capacity and 


1See OECD, Economic Outlook, July 1981, and Economic Outlook, July 1982. 


unemployment, and would not greatly affect prices. Once recovery had been achieved, and only then, 
the fiscal deficit would have to be reduced in order to avoid further inflation. 

The monetarist view prevailed in the United States during the entire first half of 1982 and 
economic policy was directed not so much at fighting the recession as at warding off a possible rise in 
inflation. Consequently, towards the middle of the year, the annual rate of inflation in the United 
States had fallen below 3%, but real interest rates fluctuated around 12% and production was falling 
at an annual rate of almost 3.5%. 

During the second half of 1982, however, the Federal Reserve system abruptly reversed its 
policy and increased the money supply at an annual rate of 13%. Contrary to the monetarists 
predictions, and despite the growing fiscal deficit, inflation did not increase; instead, the nominal 
interest rate fell sharply, from 15% inJune to 9.5% in December, and the real interest rate fell during 
that time from 12% to 6%. Although this rate was still very high in historic terms, the fact that it did 
fall encouraged construction activity and the sale of durable goods, and towards the end of 1982, the 
index of future indicators began to show signs of recovery. 

Nevertheless, the duration and seriousness of the recessive process in the centre cannot be 
attributed only to the fact that the United States authorities had for a long time applied a monetary 
policy that was directed almost exclusively at fighting inflation; the application of restrictive policies 
in most of the other industrialized countries also had a great deal to do with it. In monetary matters, 
these other industrialized countries adopted a policy similar to that followed from October 1979 
onwards by the United States Federal Reserve system: to set quantitative targets for monetary 
expansion and allow interest rates to be determined by the free market. As a result of this policy, 
between 1979 and the first or second quarter of 1982, interest rates reached abnormally high levels, 
and in almost all the OECD countries, the money supply rose at a lower rate than inflation (see table 6). 

The contractive effect of this monetary policy was also reinforced (in every OECD country except 
the United States) by the fiscal policies followed, which were in fact restrictive. The figures in table 7 
show that although the fiscal deficit rose between 1979 and 1982 in the main OECD economies, this 
increase was mainly due to the effect of so-called automatic stabilizers —which in a recession tend to 
generate a deficit on fiscal accounts because tax revenues fall and payments to the unemployed rise— 
and, to a lesser extent, to the increase in interest payments on the public debt. The discretionary 
decisions taken by the economic authorities tended, on the other hand, to reduce the fiscal deficit in all 


Table 5 
OECD: BASIC MACROECONOMIC INDICATORS 


nn 


1977-1979 1980-1981 1982* 
(1971-1973) (1974-1975) (1976) 

Gross domestic product” 4.2 1.3 -0.5 
(5.0) (-0.5) (4.9) 

Inflation® 8.3 ES 8.0 
(5.8) (12.2) (8.3) 

Average unemployment rate a2 6.3 8.5 
(3.4) (4.4) (5.3) 

Interest rate“ 

Nominal 8.2 14.7 13.5 
(7.5) (8.4) (6.1) 

Real® -0.1 33 | 
(1.6) (-2.5) (-2.0) 


Source: United Nations Department of International Economic and 
s OECD, Economic Outlook, December 1982. 
Preliminary estimates. 

Annual growth rate. 
Z ea 

Average variation of consumer price index 
d : ‘ 

LIBOR at six months. 


“LIBOR at six months deflated by inflation of OECD countries. 


Social Affairs; IMF, International Financial Statistics; 
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3.6 8.0 49 24 
ether 

MM, 2.7 4.2 2.6 1.8” 
PI 42 6.5 6.8 6.9 

eee etagom ; 
; 12.2 45 10.1 5.2 
CPI . 134 18.0 119 94 


Source: IMF, International Financial Statistics (several issues). 


‘Second quarter. Percentage variation with respect to same period of preceding year. 
First quarter. In these countries, monetary policy was more growth-oriented during the second quarter. 


- the countries studied, especially in the United Kingdom, Japan, Canada and the Federal Republic of 


Germany. As mentioned before, the United States was the only exception, but even there only 5% of 
the increase in the fiscal deficit between 1979 and 1982 can be attributed to governmental decisions. 
Thus, the simultaneous application of restrictive policies in most of the industrialized 
economies was a contributing factor in the deepening of the recession in the centre, as the demand for 
imports fell in every one and with it the volume of reciprocal trade, so that domestic demand also fell. 
Finally, the recession in the centre was aggravated in 1982 by the drop in external demand from 
the countries of the periphery. In 1980 and 1981, the growth of OECD exports to the developing 
countries had been one of the few factors that had helped the central economies maintain a minimum 
rate of growth. Indeed, the volume of developing country imports rose at a rate of around 10% per 
year in 1980 and 1981; OECD imports, on the other hand, fell in both years (see table 2). 
Nevertheless, it was obvious that the periphery could not act indefinitely as a sort of “motor of 
growth” of the central economies. Thus, in 1982, partly because of the deterioration in the terms of 
trade of the developing countries and above all because of the sharp reduction of their external 
financing, the developing countries were forced to drastically reduce the volume of their imports; this 
in turn had the effect of reducing the level of economic activity in the industrialized countries. 
Thus, in the long run, the high interest rates generated by the excessively restrictive monetary 
policy applied in the central economies not only had a directly recessive effect (because of their 
negative influence on the growth of domestic demand), they also had an indirect effect, as they forced 
the developing countries to reduce their imports in an effort to neutralize the impact of these high 


international interest rates on their balance of payments. 


3. External disequilibrium and recession in the periphery 


External factors were of only secondary importance in the recession of the centres, which was mainly 
caused, as has been mentioned before, by the restrictive policies applied with a view to reducing 
inflation. In the periphery, on the other hand, external factors played a decisive role: In 1982, more 
than at any other time since the Second World War, the growth of the periphery was determined by 
external factors pertaining, in particular, to trends in the industrialized countries. In fact, in most of 
the developing countries, the economic policies followed during 1982 were mainly geared towards 
attenuating the external disequilibria. , : 

The need to meet domestic objectives (such as controlling very intense inflationary processes), 
the mismanagement of fiscal and exchange policies and other problems, of an extra-economical 
nature (such as the war between Irak and Iran or the conflicts in some of the Central American 
countries), played a decisive role in the sharp decline of economic activity in some developing 
countries. Nevertheless, the most important cause of the decline of the overall product in these 
countries was the external desequilibrium which was mainly brought about by the prolonged 
recession in the central economies. 


a) The direct repercussions on the periphery of the recession in the centre 


In 1982, the non-oil-exporting developing countries were able to reduce the magnitude of the 
current-account deficit in their balance of payments; nevertheless, this was only achieved at the price 
of an absolute fa!l in their gross domestic product, the first of the entire postwar period. Indeed, 1982 
saw a reduction in the volume of exports from the periphery, a worsening of the terms of trade of the 
non-oil-exporting developing countries, and a sharp increase in interest payments on the external 
debt. The deterioration of external accounts that was caused by these processes was further 
aggravated by the sharp drop in the net inflow of loans and investment, which made it impossible to 
finance the deficit on current account with the net capital inflow, as had been done in previous years. 
Under such circumstances, many developing economies were forced to try to reduce their external 
disequilibrium by adjusting their trade balance and, in particular, by reducing their imports. To do so, 
however, they had to apply restrictive policies, which, in addition to reducing the amount of imports, 
led to a contraction of the overall level of domestic economic activity. 

Three of the factors which had a negative effect on the economic evolution of the periphery in 
1982 were the direct result of the recession in the industrialized countries. The first was the 


Table 7 


FISCAL DEFICIT IN OECD COUNTRIES: CYCLICAL EFFECTS 
AND EFFECTS OF FISCAL POLICIES 


(Percentages of GDP) 
ee ee Se ee Se ea ee 


Effect of : Net effect 
Effect of 3 Cyclical : 
Country ss automatic ee effect jel ae 
ee icies 
stabilizers Giymbne (2y-e <3) (1) - (4) 
(1) (2) (3) (4) (5) 
EN Ne 2 ee ee 
Germany, Federal Republic of -1.4 -2.8 -0.7 aye) Za 
Canada -4.4 -5.7 -1.3 -7.0 2.6 
United States -43 =3.5 -0.6 -4.1 -0.2 
France is 2.5 -0.9 3.4 1.2 
ae -2.9 -2.3 -1.8 -4.1 1 
apan 15 -0.7 -1.2 - 
United Kingdom 11 44 0.5 ve ae 
Average of seven countries‘ -2.3 -3.0 -0.8 -3.8 iS 


Source: OECD, Economic Outlook, December 1982. 

“A minus sign indicates a change towards a greater deficit. 
Effect on the fiscal deficit assuming that an amounte 
government through increased tax collections. 

“Average weighted by the product at 1981 exchange rates. 


quivalent to one third of increased interest payments is recovered by the 
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deceleration of the tate of growth of the volume of exports of the developing economies; the second 
was the continuing deterioration of the terms of trade, and the third was the increase in interest 


_ payments on the external debt. 


be One of the main ways in which the non-oil-exporting developing economies adjusted to the 
international crisis of the mid-1970s was by increasing the volume of their exports. During the period 
1976-1979, exports from these countries rose by almost 9% per year, a rate higher than the rate of 


. growth of exports from the industrialized countries for the same period and also higher than that of 
2 the non-oil-exporting developing economies prior to the crisis. Although this growth rate fell 
considerably during the following biennium, it continued to surpass the increase in the volume of 


world trade and the increase in imports and exports of the industrialized countries (see table 2). 

In 1982, however, the force of the international recession halted this growth, and the volume of 
exports from non-oil-exporting developing countries grew only marginally, despite the fact that 
many of them tried to improve their competitive position on the international market by devaluing 
their currencies or otherwise actively promoting their exports. The success that might have been 
expected of these policies was thwarted to a large degree, however, by the reduction —for the third 
year in a row— of the volume of imports of industrialized countries and by the sharp drop in the rate 
of increase of the volume of imports of the oil-exporting economies. 

To the negative effect of the loss of dynamism of world trade was added the deterioration of the 
terms of trade of the non-oil-exporting developing countries. In 1982, after having fallen 
continuously over the preceding four years, the terms of trade of these countries fell by around 5%; 
this means that in 1982 they were 32% lower than in 1977 (see figure 1). 

As in 1981, the main cause of the new decline in the terms of trade of the non-oil-exporting 
developing countries was the sharp drop in the international prices of commodities other than oil, 
which fell by approximately 12% in 1982, after having fallen by almost 15% in 1981 (see table 3). 

This fall in prices was partly due to the revaluation of the dollar (which was also largely 
responsible for the decline in the international prices of manufactures and oil); nevertheless, it was 
mainly due to the particular sensitivity of the prices of commodities other than oil. These 
commodities fall within the category of goods which, when consumer demand is low, are adjusted, 
basically, by means of a drop in prices. This happens either because they are traded on more 
competitive markets or because they are used as inputs for industries particularly affected by the 
recession in the centres (e.g., metals for the automobile industry or for construction) or because 
inventories tend to fall sharply when interest rates go up or when the inflation rate goes down. That 
is why, in addition to eventually reducing inflation, the strict stabilization policies applied in the 
industrialized countries after 1980 were also partly responsible for depressing the terms of trade of 
the periphery. This in turn was instrumental in attenuating the inflationary process in the central 
economies. In fact, since 1980, according to OECD estimates, half the decline of inflation in the 
industrialized countries was the direct or indirect result of a sharp drop in the prices of imported 
commodities.? 

Thus, the cost of the stabilization policies applied by the central economies fell 
disproportionately on the periphery. On the other hand, the greater resistance to downward 
movement of prices of manufactured goods explains the significant improvement, in 1982, of the 
terms of trade of the central economies, particularly of the United States. 

The deterioration of the terms of trade was not the only consequence of the restrictive policies 
applied by the central countries that had an adverse effect on the periphery; no less negative was the 
unprecedented rise in interest rates which was brought about by these same policies. Historically, and 
even during the late 1970s, international interest rates had fluctuated by around 2% in real terms. 
Since late 1979, however, when the main central economies began to apply restrictive monetary 
policies, interest rates began to rise and in 1981 nominal rates reached the unprecedented level of 
around 17%. Although nominal interest rates fell in 1982, the rates of inflation in the industrialized 
countries also fell and much more sharply. Thus, in real terms, interest rates remained at between 5% 
and 6% for the second year in a row, ie., at a level that is without precedents since the Great 
Depression of the early 1930s. Since the real cost to the developing countiies of paying the interest on 
their external debt is determined more by the evolution of the terms of trade —which, as already 


2See OECD, Economic Outlook, December 1982. 
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a Table 8 


sig DEVELOPING COUNTRIES: EXTERNAL DEBT AND 
J DEBT SERVICE PAYMENTS 


(Billions of dollars) 


1971 1975 1979 1980 1981 1982° 
Developing countries 
Debt 90 180 406 465 530 590 
Service 11 26 76 + 109 124 
Interest _ 3 9 26 37 48 a7, 
Amortization 8 Lz 50 50 61 67 
Service as a percentage 
of exports of goods 16.1 bey 16.7 14.3 18.3 24.0 
Non-oil-exporting 
developing countries 
Debt ip) 152 332 385 445 495 
Service 10 21 Sif 65 82 94 
Interest 4 8 20 30 40 48 
Amortization 7 13 BF 35 42 46 
Service as a percentage 
of exports of goods 215 18.6 23.4 20.8 259 31.0 


Source: OECD, External debt of developing countries: 1982 Survey, Paris, 1982, and ECLA estimates. 
“Preliminary estimates based on the behaviour of the current account and the debt of the 21 major debtors. 
Gross disbursed medium and long-term debt. 


noted, deteriorated sharply during this period in the non-oil-exporting developing economies— than 
by inflation in the industrialized countries, the real rise in interest rates was even greater. 

Because of the higher interest rates, the increase in the external debt and the increasingly high 
share of the debt that had been contracted at variable interest rates, the interest payments that the 
developing countries had to make more than doubled between 1979 and 1982; at the same time, the 
service of the external debt, which in 1979 was equivalent to one-sixth of their exports of goods, took 
up almost one-fourth of these exports in 1982 (see table 8). 

One may get a rough idea of the important part the international recession has had in 
generating the external disequilibrium of the non-oil-exporting developing countries if one 
supposes, firstly, that their terms of trade had remained at the 1979 level (which was almost 4% 
lower than during the period 1960-1970) and, secondly, that international interest rates had 
remained at the historical level of 2% in real terms. As may be seen in table 9, this exercise suggests 
that the international recession accounts for most of the external disequilibrium of the non-oil- 
exporting developing countries during the triennium 1980-1982. Had it not been for the recession, 
the current-account deficit of the non-oil-exporting developing countries would have been much 
lower; without the unusually high interest rates, the share of exports needed for the service of the 
external debt would also have been much lower.’ 


b) The procyclical role of external capital movements 


The negative impact of the three factors mentioned above was reinforced in 1982 by the sharp 
drop in the net inflow of capital from abroad to the non-oil-exporting developing countries. 
As may be seen in tables 10 and 11, the net flow of capital to these countries fell by 23% in real 


terms and was only 20% higher than the interest payments they made that year. In practice, since in 


3Tt should be noted that in this exercise, the reduction of the deficit on current account is somewhat overestimated 
because, had the terms of trade and interest rates been more favourable, the income of the developing countries would have 
been higher and consequently their imports would also have been higher. However, although this would have meant that the 
current-account deficit would have been higher than that shown in table 9, it would also have meant that the countries could 
have maintained a hjgher level of domestic economic activity. In other words, if the situation with respect to the terms of trade 
and interest rates had remained as usual, the deficit on current account would have been lower than it actually was (although 
higher than the estimate shown in the table) and the gross domestic product of the non-oil-exporting developing countries 


would have been higher. 
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hile capital income fell, the amount of net external financing available 
ents suffered an unprecedented fall of over 60%. 

d the high levels of external indebtedness of the developing 
1 base of the international banks and the reluctance of these 
en the value of the exports of these 


1982, these payments rose w 
after deducting interest paym 

Essentially, this fall reflecte 
countries, the slow growth of the capita 
banks to increase their loans to the periphery at a time wh 


countries was diminishing. 
The reduction of the external financing granted to the developing countries was perverse in 


nature, inasmuch as the decreased value of exports was not the result of a contraction in volume but 
rather of a sharp drop in average prices. By using, as an index of the periphery‘s payment capacity, the 


Table 9 
EFFECT OF THE INTERNATIONAL RECESSION ON THE EXTERNAL 
DISEQUILIBRIUM OF NON-OIL-EXPORTING 
DEVELOPING COUNTRIES 


(Billions of dollars) 


1979 1980 1981 1982 

Deficit on current account 59 86 99 85 
Deficit attributable to 
international recession - 48 66 79 

Due to worsening of terms 

of trade“ - 38 60 71 

Due to real international 

interest rate being higher 

than historical rate = 2 6 8 
Deficit on current account, 
corrected (excluding recession) DS) 48 33 6 
Service of the debt as a percentage 
of exports 23 20 25 31 
Service of the debt as a percentage 
of exports (excluding recession) 23 18 21 25 


Source: ECLA, on the basis of data from IMF, Annual report 1982, and OECD Economic Outlook, December 1982. 

“By comparison with 1979, when they were 3.7% lower than the average for the period 1960-1970. 
The international interest rate considered is LIBOR (at six months) and the historical real international interest rate 
considered is 2%. 


Table 10 


NON-OIL-EXPORTING DEVELOPING COUNTRIES: NET CAPITAL 
FLOWS AND VOLUME OF EXPORTS 


Index 1973 = 100 Growth rates 


LOT Apne LOTS rn 76 Geek {975- A979: 
Ae rk aR ATE ANTI TRO ae Saneta ee 
Net flow of real capital’ 


to NOEDC’ iS 158 153 184 203 208 160 5 ile) 
Volume of exports of NOEDC’ 100 99 111 139 140 141 142 -1 2 


Ratio between net flow of 
real capital and volume of 


exports to NOEDC’ 151 160 138 132 145 148 Hae 60 -14 


Source: IMF, International Financial Statistics (several issues) and Annual report 1982; OECD, Economic Outlook, December 
1982, and ECLA estimates. 


, Net flow of capital in dollars deflated by the variation in United States wholesale price index. 
NOEDC = Non-oil-exporting developing countries. 
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Table 11 


NON-OIL-EXPORTING DEVELOPING COUNTRIES: NET EXTERNAL 
CAPITAL AVAILABLE AFTER PAYMENT OF INTEREST 


(Billions of dollars) 


i 


Net capital Interest Net capital Index of net 
flow” payments available capital available 

(1) - (2) in real terms 

i) (2) (3) (4) 
1976 27 9 18 

A977 24 11 13 4 
1978 40 15 25 119 
1979 49 21 28 W519) 
1980 62 30 32 118 
1981 69 40 29 100 
1982 59 48 11 37 


Source: For column 1, OECD, Economic Outlook, December 1982. For column 2, OECD, External debt of Developing 
Countries, 1982 Survey, and ECLA estimates. 
“These figures are not the same as IMF figures, among other reasons because of differences in the classification of non-oil- 
exporting developing countries. 
Obtained by deflating column 3 by the United States wholesale price index, using 1976 as the base year. 


current value of its exports rather than their future value (which would reflect more normal terms of 
trade), the international banks reduced their loans to the developing countries, thus aggravating the 
balance-of-payments crisis with which they were faced. 

This was in marked contrast with what happened during the biennium 1974-1975, when the 
net inflow of capital grew much more (60%) than the volume of exports, thus giving the peripheral 
economies time to deal with the impact of the increased price of oil and the international recession 
without suffering an absolute contraction of their global production levels. After 1979, however, as 
shown in table 10, the net flow of capital fell sharply with respect to exports, obliging the non-oil- 
exporting developing countries to reduce their external disequilibrium by cutting down on imports 
and reducing the level of domestic activity. 

This completed the vicious circle of the liquidity crisis. Indeed, during 1982, the adjustment 
mechanisms which, given a recession in the centre, would not have lowered production in the 
periphery, did not operate: there was neither an increase in the volume of exports to rapidly growing 
non-central countries (as were the OPEC nations of the mid-1970s), nor a drop in international 
interest rates (which would have reduced debt service payments and increased the volume of 
commodity exports to replace and increase inventories) nor a greater net flow of capital to the 
periphery. 

Under such circumstances, the countries were obliged to apply the least desirable type of 
adjustment, i.e., they had to reduce production. In view of this situation, which sometimes was 
further aggravated by neo-protectionist trends in the centre, it is not surprising that in 1982 several 
developing countries fell behind in their external payments and that a large number of them asked for 
a renegotiation of their external debt.* Since the value of exports fell because of the recession in the 
centre, and capital flows fell largely because of the decline in the value of exports, the adjustment had 
to be made either by reducing imports (largely as a result of the contraction of domestic economic 
activity) or by restructuring the countries’ external debt payments, or by a combination of the two 


mechanisms. .- 


4For a detailed analysis of the renogitation of the Latin American external debt, see Part Two, section II of this Survey. 
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ll. MAIN TRENDS 


In 1982, the profound and multifaceted crisis which had begun to affect the Latin American economy 
in 1981 worsened: The level of overall economic activity fell in absolute terms, unemployment rates 
rose in most of the main urban centres, the inflation rate speeded up and there was a widespread 
deterioration of the balance of payments which forced many governments of the region to initiate 
negotiations on the rescheduling of their external commitments and to adopt severe adjustment 
eee, gross domestic product —the growth rate of which had in 1981 already been the lowest of 
the entire postwar period— fell by almost 1% in 1982 (see table 12).° This problem, for which there 
was no precedent in the region's economic history of the last four decades, was compounded as in 
1981, by a significant decline in the terms of trade, which brought a further reduction of domestic 
income. Thus, the biennium 1981-1982 saw another unprecedented development, i.e., the per capita 
income fell by 5.3%. ’ 

The contraction of overall economic activity —and particularly the sharp decline of the 
construction industry and the decline, for the second year in a row, of the manufacturing industry— 
raised the urban unemployment rate from 6.3% to 6.7%, thus accentuating the change of direction 
which had began during the previous year® (see figure 2). Moreover, the negative effect of the 
increase in open unemployment was reinforced in quite a few countries by the increase in 
underemployment and the decline of real wages. 

Despite the increases in unemployment and underemployment, the lower cost of labour and the 
reduced influence of external inflationary pressures,’ the rate of increase of consumer prices rose 
sharply in 1982. In the region as a whole, this indicator reached a record high of 85%, which was 
much higher even than the high rates recorded during the biennium 1975-1976. 

Nevertheless, the crisis was more evident in the external sector, the unfavourable evolution of 
which was, in turn, one of the main causes of the economic slowdown. 

In 1982, as the recession in the industrialized economies continued, as the oil-exporting 
countries lost their dynamism and as the volume of world trade fell, the vigorous growth in the 
volume of Latin American exports which had been occurring since 1976 came to acomplete standstill. 
In addition, the widespread drop in the international prices of the region's main export commodities 
led, in 1981, to a decrease in the unit value of exports of around 9%. Consequently, the value of 
external sales of goods and services, which had risen between 1976 and 1980 at an average annual rate 
of 21% and in 1981 by 8%, fell by 9% in 1982. 

This decline was, however, much smaller than the drop in the value of imports. Indeed, because 
of the slowdown in domestic economic activity, as well as the sharp devaluations and other measures 
adopted by many countries of the region in order to reduce their current-account deficits, the volume 
of external sales of goods suffered a severe contraction of 18%, while their value fell by 20%. 

Under such circumstances, the merchandise trade balance changed substantially. While in 1981 
it had generated a deficit of almost US$ 1.4 billion, in 1982 it closed with a surplus of over US$ 9.6 
billion. This was the first time the region had had a surplus since 1973. 

Nevertheless, most of the effect this change might have had on the current account was 
neutralized by a new and significant increase in net payments for profits and interest. These 
payments, which had already doubled in 1979 and 1981, amounted to over US$ 37 billion in 1982, 
almost 37% of the total value of exports of goods and services. Thus, despite the radical change in the 


> Like most of the other figures analysed in this volume, this one refers to the group of 19 countries listed in table 14. The 
economic gruwth of the English, French and Dutch-speaking countries of the Caribbean is discussed in volume II of this Survey. 

°These rates represent the weighted average of unemployment rates in the four main cities of Argentina, the six largest 
cities of Brazil, the three largest of Mexico and the capitals of Costa Rica, Chile, Peru and Uruguay. If one leaves out the 
Brazilian cities, for which unemployment statistics have only been available since 1980, both the level and the increase in 
unemployment rates proves to be higher in 1982. This latter method of estimation probably provides a better reflection of the 
actual trend of urban unemployment in 1982 since, as explained in Part One, section IV, of this Survey, there is reason to 


believe that the methodological changes introduced in Brazilian employment surveys during the first half of 1982 may have led 
to an underestimation of unemployment. 


7The unit value of Latin American imports, which in 1980 had risen by over 17% and in 1981 had risen by somewhat 
under 6%, fell by 2.5% in 1982. 
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_ Basic economic indicators 


. Table 12 
LATIN AMERICA: MAIN ECONOMIC INDICATORS’ 


1973 1974 1975 1976 1977 1978 1979 1980 1981 1982° 


Gross domestic product at market 


prices (billions of dollars 


at 1970 prices) 238 «6.2540 264s so 278)—S 291 Ss 306 
F we 326 346 351 348 
Population (millions) 288 295 30 11 
Per capita gross domestic product 3 : wn ne eatin nt * iin 
(dollars at 1970 prices) 826.861.4871)... 896. 915.»..938.4....975». 1.008.998 966 
Growth rates 


Short-term economic indicators 


Gross domestic product 8.3 7.0 3.7 3) 4.7 Del 6 
: i ; é : ¢ 6) 5.9 il) -0. 

Per capita gross domestic product 5.6 43 1.1 2.9 2.2 Zz 3.9 3.4 -0.9 a 

Urban unemployment rate” Se EE et ae OE eet ee ee 
‘ 6.0° 6.3° (HF 

Consumer prices’ 36.2 40.1 575 614 40 7 4 

Terms of trade (goods and gach ac Ae 

services) 11.9 13.0 -11.9 ow 2.9 -7.7 4.8 48 - - 

Current value of exports of goods ae ay 

and services 410 508 -5.8 15.5 18.1 11.0 33.7 28.7 8.0 -9.0 

Current value of imports of goods 

and services 30.0 63.7 7.8 4.5 153 16.7 26.4 31.1 8.9  -18.2 


Billions of dollars 


External sector 


Exports of goods and services 28.8 “Asoeeetl 0. Ai? 5.8. 61:3... 819 9105.5 — 195:5"5 103.7 
Imports of goods and services 232") AGN A497 5S 5918 G98 882> 116.0, 7- 125.9 "103.6 
Trade balance (goods and 

services) 0.6 -2.6 -8.7 -4.7 -4.0 -8.5 =613=10.5  =12:6 - 
Net payments for profits and interest SU SN Sey Sea SS SIMONI Slee Silke) Sao) = oir 
Balance on current account -3.2 yA 140 100 -Ue -1eo 195) 28) 7-38.90 365 
Balance of payments position 4.6 4.0 0.1 45 4.3 6.9 O22 - -13.4 
Official international reserves* 14.0 22 QAI 294 "382 512-05 3.45 846.5 343 


Balance of disbursed 
external debt 


Gross global external debt” 41.0° . 67.5 883 105.2 133.6 1666 2043 242.5 2704 
Net global external debt’ 27.0" AGS) OLA PSB O54 1194 1509 1960. 236.1 


Source: ECLA, on the basis of official figures. 

“Ali figures refer to the 20 countries listed in table 13, except Cuba. 

” Preliminary figures. 

“Percentages. 

“Weighted average rate for Buenos Aires, Cérdoba, Mendoza, Rosario; Bogot4, Barranquilla, Medellin, Cali; México city, Guadalajara, 


Monterrey; San José (Costa Rica); Santiago (Chile); Lima (Peri); Montevideo (Uruguay). 
Weighted average rate for cities mentioned in footnote 4 plus Rio de Janerio, Sao Paulo, Belo Horizonte, Porto Alegre, Salvador and Recife. 


‘December-to-December variation. 
Plus monetary gold valued at fine ounce prices in London less use of International Monetary Fund credit. 
"Disbursed public external debt plus non-guaranteed debt with financial institutions reporting data to the Bank for International Settlements. 


‘Gross global external debt less official international reserves. 


merchandise trade balance, the deficit on current account was only reduced by US$ 2.6 billion and was 
still much higher than it’ had ever been up to 1980 (see table 12). 

In addition, because the net inflow of external capital had fallen so drastically, it was much more 
difficult to finance the current-account deficit in 1982 than it had been in 1981; moreover, it had to be 
financed in a very different way. In 1981, net loans and investments received by Latin America had 
reached the exceptionally high figure of almost US$ 39 billion, slightly higher than the deficit on 
current account; in 1982, however, the net external resources received amounted to only US$ 22.9 
billion. Consequently, more than one-third of the deficit on current transactions had to be financed by 
resorting to the use of international reserves and the balance of payments closed with a negative 
balance of over US$ 13.4 billion. This is six times higher than the 1980 deficit, which was the only 
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Figure 2 
LATIN AMERICA: MAIN ECONOMIC INDICATORS ? 


#7 ~._ Gross domestic income* : 


Gross domestic product® 


Urban unemployment 


Consumer prices 


Trade balance® 


Qos ody 


SOFTEN 


Balance on current account® 


Net factor payments® 


300 


Service of global debt 
Exports of goods and services ae spice: = 
ZZ 


Gross global external debt®©__» 
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Fuente; ECLA, on the basis of official information. 
4Annual growth rate. 
bWeighted average annual rate for cities mentioned in table 19. 
‘Weighted average annual rate for cities mentioned in ; except cities in 
Brazil 
dWeighted percentage variation from December to December. 
©Billions of dollars. 


Percentages. 


ik wis ‘1s Ses _ é , 
_ other deficit recorded in the region in the last 20 years. The sharp drop in the net inflow of loans and 
investments and the sharp rise in payments for profits and interest also meant that in 1982, instead of 
4 receiving a net transfer of real resources from abroad, Latin America was forced to transfer to the 
exterior real resources amounting to over US$ 14.3 billion. 
tay This had a highly negative effect on the current account, firstly, because it was increasingly 
Z difficult to expand exports in an international context characterized by recession and a resurgence of 
_ Protectionism; secondly, because the terms of trade continued to deteriorate and, finally, because 
_ Interest payments rose. In addition, the flow of loans and investments fell dramatically. For all these 
_ feasons, in 1982 most of the countries of the region began or expanded adjustment programmes 
__ aimed at reducing the external disequilibrium; they also initiated negotiations aimed at rescheduling 
and refinancing payments for the service of the extremely high external debt.® 


: 
4 'o 
4 Ill. ECONOMIC GROWTH 
al 

1. The growth rate 


_ As mentioned above, the slowdown of the Latin American economy which was already evident in 
1981 became even more pronounced in 1982. After having increased in 1981, at arate of only 1.5% 
—the lowest growth rate recorded since 1940— the gross domestic product of the region fell by 
almost 1% in 1982 (see table 13). 

. This decline of overall economic activity —which, as shown in figure 3, was the first to occur in 
Latin America in over 40 years— was also very widespread. The gross domestic product fell in 
11 of the 20 countries of the region, it remained almost completely stagnant in another three and rose 
only slightly in four. Even in the latter, the economic growth rate was lower than the population 
growth rate; consequently, in 1981 an unheard-of situation arose: with the sole exceptions of 
Panama —where economic activity rose by 4%— and Cuba —where global social production rose 
by 2.7%—, the per capita product fell in every Latin American country (see table 14). 

The slowdown of economic activity was very pronounced in Argentina, Bolivia, Costa Rica and 
Uruguay, in all of which it had already fallen in 1981. Nevertheless, the sharpest contraction took 
place in Chile, where the recession which had begun in mid-1981 worsened considerably in 1982, 
leading to a 14% decline in the gross domestic product. Economic activity also slowed down, although 
much more moderately, in all the Central American countries and in Paraguay, which between 1975 
and 1981 had had the highest economic growth rate of the region. During 1982, the strong growth of 
the Mexican economy, which had begun in 1978, came to an abrupt hault, whereas in Venezuela —the 
other main oil exporter of Latin America— economic activity remained virtually at a standstill for the 
fourth year in a row. The same thing happened in Peru, after three years of moderate growth. On the 
other hand, in 1982, total production showed some recovery in Brazil —although the increase did not 
offset the decline of 1981— and the gross domestic product grew very slowly in Colombia, Ecuador 
and the Dominican Republic. 

The magnitude of the economic slowdown, as well as the importance of the role played by social 
and political conflicts in some countries and by economic management in others become quite clear if 
one bears in mind that in 1982, the per capita product of El Salvador and Nicaragua was similar to that 
of 20 years ago; the per capita product of Chile was lower than in 1966; that of Argentina was lower 
than in 1969, in Bolivia, it was only slightly higher than in 1971, and in Costa Rica and Peru, the per 
capita product was equivalent to that of 1973. 

In Brazil —the largest Latin American economy which alone generates around one-third of the 
total domestic product of the region—, economic activity grew by only 1%, after having fallen by 
almost 2% in 1981, for the first time in the past 40 years. Nevertheless, this modest recovery was due 
solely to the relatively rapid growth of service activities and to the considerable progress of mining; 
agriculture and construction, on the other hand, rose only slightly, while the product of the 
manufacturing industry remained at a standstill, after having fallen by over 6% in 1981 (see table 15). 
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8For a detailed analysis of the devaluations and changes in exchange systems and of the characteristics and limitations of 


the debt renegotiation process, see Part Two of this Survey. 
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The long duration of the recession was also reflected in the fact that both investment and imports fell 
for the second year in a row. The evolution of the economy was also affected by the sharp reversal of 
the trend with regard to the volume of exports of goods and services which, after having grownat the 
exceptionally high average rate of around 22% during the two preceding years, fell by almost 7% in 
nee As indicated above, the economy of Mexico, which had grown with extraordinary vigor since 
1978, suffered a serious deterioration in 1982. Indeed, as the external disequilibrium worsened and 
international reserves fell considerably, the authorities decided on a substantial devaluation of the 
Mexican peso and implemented strict controls on foreign exchange, as well asa system of multiple 
exchange rates. These measures contributed to an extraordinary acceleration of the inflationary 
process, a drastic decrease in the volume of imports and an atmosphere of great uncertainty among 
private economic agents. To these problems were added the sharp cuts that were made in public 
investment —which fell by almost 13% in real terms— and the even sharper drop in private capital 
formation (-20%); this explains why activities aimed at meeting domestic demand, which up to the 
first quarter had continued to grow rapidly, declined from the middle of the year onwards. Asa result 
of this, and despite the fact that oil production continued to grow vigorously, the gross domestic 
product fell slightly. 

In Argentina —the third largest economy of Latin America— the gross domestic product fell by 
5.7%, after having fallen by almost 6% in 1981. This new decline went hand in hand with a much 
sharper fall in gross capital formation, which dropped by almost 20% for the second year ina row. In 
1982 also, total consumption, which had already fallen by 3.5% in 1981, dropped sharply (by almost 
10%). Under such circumstances, industrial production suffered its third successive setback —thus 
falling to the lowest level of the last 15 years— while construction suffered a contraction of 20%, after 
having fallen by over 8% in 1981 (see table 15). 


Table 13 
LATIN AMERICA: EVOLUTION OF GLOBAL GROSS DOMESTIC PRODUCT 


(Annual growth rates) 


1974 1975 1976 1977 1978 1979 1980 1981 1982° 


Latin America’ Tse 


3.7 DD 4,7 Bo! 6.5 5 pS -0.9 
Argentina 4.1 -0.8 -0.5 6.4 -3.4 il 1 -5.9 -5.7 
Bolivia 5.6 6.6 6.1 4. 3.4 1.8 le? -1.1 -9.2 
Brazil 1S 7. 9.0 47 6.0 6.4 8.0 -1.9 1.1 
Colombia 6.6 2.3 4.7 4.2 8.5 5.4 4.1 Dal ile 
Costa Rica Tesh 25 5.5 8.9 6.3 4.9 0.8 -4.6 -6.3 
Cuba eS ta} Be 5.0 7.0 Dee a1 14.8 27 
Chile 0.9 -12.9 a) 29 8.2 8.3 7.8 Dal -14.1 
Ecuador NSIS) 5.6 O:2 6.5 6.6 5.3 4.9 4.5 1.4 
El Salvador 4.9 5.6 4.0 6.1 6.0 -1.5 -9.6 -9.5, -5.4 
Guatemala 6.4 2.0 74 78 5.0 4.7 Soy 0.9 = 
Haiti 4.7 2.2 Do 1.3 4.4 De 5.8 0.3 0.3 
Honduras HS -3.0 8.0 WS 7A 6.8 2.8 0.1 -1.0 
Mexico 6.8 5.6 4.2 3.4 8.1 9.2 8.3 8.0 -0.2 
Nicaragua 5.4 2.2 5.0 6.3 -7.2 -25.5 10.0 8.5, -2.0 
Panama 5.8 iy Ly 11 9.8 4.5 13a 3.8 4.0 
Paraguay 6.4 6.3 7.0 12.8 10.9 10.7 11.4 8.5 -2.0 
Peru 48 4.5 2.0 -0.1 -0.5 4.1 3.8 a9 0.4 
Dominican Republic 10.1 S12 6.7 5.0 2.2 4.6 5.8 3.6 1.5 
Uruguay 1S aD 4.0 1.2 Bi) 6.2 5.8 -1.3 -10.0 
Venezuela 5.4 5.9 8.4 6.8 3.0 0.9 -1.8 0.4 0.6 
Source: ECLA, on the basis of official figures. 
“Preliminary figures. 

Average, except Cuba. 

“Growth refers to the global social product, which is equivalent to the gross value of agricultural production, fishing, electric 


power, mining, manufacturing, construction, transport, communications, commerce and other productive services. 
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Source: ECLA, on the basis of official information. 


The gross domestic product fell even more sharply in Chile and Uruguay, the other two 
Southern Cone economies which, like Argentina, had applied monetarist economic policies in recent 
years. In addition, both suffered serious exchange crises in 1982. The decline of economic activity was 
particularly serious in Chile, where the gross domestic product fell by 14% asa result of a spectacular 
54% drop in gross investment and a 20% drop in total consumption. Mostly as a result of this drastic 
reduction of domestic demand, industrial production dropped by 22%, while construction, which up 
to mid-1981 had grown rapidly, suffered a setback of almost 29%. Although this unprecedented 
slowdown in overall economic activity was partly caused by the highly unfavourable evolution of the 
terms of trade and by the sharp drop in the net inflow of capital, it was mainly a result of the strict 
application, up to the middle of the year, of a so-called automatic adjustment policy —one of the 
fundamental ingredientes of which was the maintenance of a fixed exchange rate— and of the great 
uncertainty and the serious financial problems that were subsequently caused by the successive 
devaluations of the peso and the frequent changes that were made in the exchange policy.? 


e deficit in the balance of payments would correct itself without need 
f money. Hence, on the one hand, domestic interest rates would rise, 
demand and the cost of nationally produced goods would 


9 Advocates of the fixed exchange rate argued that th 
of a devaluation because the deficit would limit the supply © 
thus attracting capital from abroad and, on the other, both domestic 
fall, thus leading to a reduction of imports and a growth of exports. 


to 


A similar though somewhat less negative trend was observed in Uruguay, where the gross 
domestic product fell by 10%, after having fallen slightly in 1981. As in the case of Chile, this 
drop —the largest since 1940— was partly caused by the deterioration of the terms of trade and the 
abrupt reversal of the net inflow of capital from abroad; however, it was also caused by the sharp 
contraction of private consumption (-11%) resulting from the reduction of real wages and 
employment and the excessive indebtedness of families during the two preceding years, and by the 
even sharper decline (-25%) of gross domestic investment brought about by the unfavourable 
prospects of demand and the persistently high real interest rates. . 

Bolivia also suffered a serious slowdown of economic activity. The gross domestic product fell 
by over 9%, after six years during which the growth rate had been falling steadily; at the same time, 


gross fixed investment fell by 43%, after having fallen at a similar rate during the triennium 1979- : 


1981. Although they were toa large extent related to the profound crisis of the external sector and the 
exorbitant rate of inflation —which was reflected in the fact that during the year consumer prices 
increased fourfold and wholesale prices increased fivefold— these unprecedented contractions were 
also caused by institutional factors which led to frequent changes being made in economic policy and 
aggravated the uncertainty prevailing among private agents. 

Extraeconomic factors also played a decisive role in the general decline of the gross domestic 
product in all the Central American countries. This decline was also caused by the unfavourable 
evolution of external variables and the setbacks in the subregional integration process. 

The most serious drops in total production occurred in Costa Rica (-6.3%) and El Salvador 
(-5.4%). In Costa Rica, whose economic activity had already slowed down considerably in 1981, the 
downward trend of production was aggravated, during the first half of 1982, by the rather erratic 
economic policies followed, by speculation as to what course the exchange rate might follow and by 
the uncertainty generated by the election process. The effect of extraeconomic causes was even more 
pronounced in El Salvador, where the gross domestic product fell for the fourth year in a row, mainly 
because of the persistence of particularly severe and painful social and political conflicts. 
Consequently, the level of economic activity was 24% lower in 1982 than it had been in 1978. 


Table 14 


LATIN AMERICA: EVOLUTION OF PER CAPITA GROSS DOMESTIC 
PRODUCT AT MARKET PRICES 


Dollars at 1970 prices Growth rates 

1970 1980 1982" foe a 1979 1980 1981 1982 
Latin America 720 1 008 966 4.5 2.1 3.9 3.4 -0.9 -3.2 
Argentina 1 245 1 474 1253 2.4 -1.3 4.9 -1.0 -7.9 -7.7 
Bolivia 317 384 327 3.0 24 eee 37) ete 
Brazil 525 964 914 8.8 3.9 4.0 5.6 m1 | Sly 
Colombia 508.” “aaa * aie 42 27 3.2 Po OES -1.0 
Costa Rica 740 974 825 44 27 Lg) nsye a3 -8.8 
Chile 967 1047 919 -08 : 64 6.0 4.9.45 Bsa 
Equador 420 PL FaD 729 83 180 1.9 17 13 ey, 
El Salvador 422 428 3.46 18 2.4 ri eet) i ee -8.1 
Guatemala 439. 36l) IS 3 
Ha 123 148 142 24 0.9 26 33 27 52 
Honduras 313°! 357% '330%0) mo.geh om ueth-quaga os yepipin Siesta ne 
Mexico 978. 01. 365i:e1t39e>-0a 33 Aw oy2Dis W: ain aay oy 
Nicaragua 431 345 344 2c ns 9-LAbadkctho 6.4 50 soe 
Panama 908 1155 1191 2.8 0.9 21 8.5 14 17 
Paraguay 383 633 632 3.2 5.6 74 7.9 5.1 -49 
Peru 646°“ '677""" "668 22.0 LED Sy be ae ye We ean 
Dominican Republic 398 600 602 El a2 2.3 3.3 1.2 0.9 
Uruguay 1097 1423 1247 Ll 3.6 5.5 Si. 21. o ving 
Veneroel’ 1,205. 1268 1 107 17 ies | a eee 


Source: ECLA, on the basis of official information. 
“Preliminary figures. 
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In 1982, the gross domestic product of Paraguay also dropped, although much more pes 
(-2%); this put an end to the stage of extraordinary growth which the country had experience: 
between 1973 and 1981, when total production had grown at an average annual rate of 8%. This 
abrupt reversal of trends in economic activity was partly due to the deterioration of prices of exports, 
bad weather conditions, and, above all, the substantial reduction of expenditure of the binational 
bodies responsible for building the Itaipa and Yacyreta dams, as well as the restrictive Policies 
followed by the monetary and fiscal authorities with a view to reducing the rate of inflation. 

In 1982, the moderate growth which had characterized the Peruvian economy over the previous 
three years also came to a halt: after having shown an average annual growth rate of 4% during that 
period, the gross domestic product came to an almost complete standstill. As in many other Latin 
American countries, this recession was caused by the unfavourable evolution of certain external 
factors and the restrictive monetary policies applied in order to control the disequilibrium in external 
accounts and reduce inflation. 

Economic activity increased (although at an unsatisfactory pace) in Colombia, Ecuador and the 
Dominican Republic. In Colombia, the systematic slowdown which had been evident in the economy 
since 1979 was accentuated. The gross domestic product only rose by 1.2%, the lowest rate of the 
entire time during which statistics on national accounts have been available. The situation was quite 
similar in Ecuador, where the 1.4% growth of the gross domestic product was a continuation of the 
downward trend which began in 1979 and represented the lowest economic growth rate since 1951. 
In the Dominican Republic as well, the 1.5% increase in total economic activity was the lowest of the 
last 14 years. 

Finally, the Cuban economy also grew more slowly. After having shown an extraordinary 
increase of almost 15% in 1981, the global social product only grew by 2.7% in 1982.1° 
Fundamentally, this figure was the final result of the very uneven growth rates of the different 
activities. Thus, whereas the fishing industry grew very rapidly (15%) and commerce, 
communications and electric power grew at rates of between 8% and 9%, manufacturing grew at a 
rate of less than 3%, construction remained almost completely stagnant and agricultural production 
declined by over 4%. 


Table 16 
LATIN AMERICA: TOTAL SUPPLY AND DEMAND 


(Growth rates)* 


SS 


toh 1975 1976 1977 1978 1979 1980 1981 1982° 


Total supply — 7.6 S2 5.0 5.2 5.4 6.9 6.7 1.6 -2.7 
Gross domestic product Tae Sof. > 47 Dall 6.5 3 jee -0.9 
Imports of goods and 
services 11.4 -1.1 0.2 9.5 9.1 10.4 133 22 =17:9 

Total demand 7.6 See 5.0 5.2 5.4 6.9 6.7 1.6 -2.7 
Domestic demand 79 3.6 4.8 4.9 5.0 6.5 6.7 1.0 -2.7 

Gross fixed investment 8.7 9.9 Dut oye! 6.0 >) 7.0 12 = 

Total consumption‘ 7.6 2.0 4.8 5.2 4.7 6.8 6.6 1.0 -0.1 
Exports of goods and ; 
services 4.3 -1.8 We 8.9 11.4 LS 6.1 7.5 -2.6 


Source: ECLA, on the basis of official statistics. 

“Estimated on the basis of constant values at 1970 prices. 
Preliminary figures. 

“Includes changes in stocks. 


The global social product is equivalent to the sum of the 


Ne gross production figures for agriculture, fisheries, electric 
power, mining, manufacturing, 


construction, transport, communications, commerce and other productive services. 
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' . 2. Total supply and demand 


The crisis which affected the Latin American economy was particularly evident in the evolution of 
total supply, which fell by 2.7% in 1982 after having risen at an average annual rate of around 7% in 


i 1979-1980 and of 1.6% in 1981. This fall -the first in over 40 years- reflected both the almost -1% 
: decline of the domestic product and the dramatic contraction —practically 18%— of the volume of 
_ imports of goods and services (see table 16). 


At the same time, the dramatic drop in the volume of imports —which had risen at a 
particularly high rate between 1977 and 1980— was caused by the slowdown of domestic economic 
activity and, in most countries of the region, by the intensification of policies aimed at reducing the 
external disequilibrium, many of which had been applied since 1981. In 1982, as a result of the 
reduction in the volume of external purchases, there was a reversal of the upward trend of the import 
coefficient, which had risen steadily since 1977 and in 1981 had reached its highest level since 1960 
(see table 17). 

In 1982, the export coefficient, which had also been rising steadily since the mid-1970s as a 
result of the sustained and substantial growth in the volume of exports, also fell although at a much 
lower rate. In 1982 also, the volume of exports of goods and services fell by slightly over 2.5, as the 
cris aoe recession continued to worsen and the terms of trade for commodities deteriorated 
urther. 

The component of total demand which fell most sharply was gross fixed investment. This item, 
which had grown steadily between 1966 and 1980, but barely rose by 1% in 1981, fell by around 12% 
in 1982. This was partly due to the general atonicity of economic activity and the shortage of foreign 
exchange in most of the region's economies, as well as to the rise in domestic interest rates and the 
considerable reduction of public sector expenditure. 


IV. EMPLOYMENT AND UNEMPLOYMENT 


The employment situation showed a further and pronounced deterioration in 1982 as a result of the 
serious and widespread slowdown of economic activity.!' As may be seen in table 18 the average urban 
unemployment rate rose for the third year in a row in Argentina and Costa Rica and for the fourth 
year in a row in Venezuela; it also rose in the main cities of Colombia, and increased dramatically in 
Uruguay and even more so in Chile. During 1982, the downward trend of urban unemployment in 
Mexico which had begun in 1978 was interrupted and although unemployment fell slightly in Lima, 
this decline was more than offset by a marked increased in underemployment. The clear and steady 
decline of open unemployment rates in the major urban centres of Brazil was due, to a certain extent, 
to a change in the statistical definitions used and was accompanied by new and substantial drops in 
employment in manufacturing and construction. In certain countries, the worsening of the 
employment situation was evident in higher underemployment and lower participation rates. 
The deterioration of the employment situation was particularly critical in Chile and Uruguay, 
the two countries of the region where, as indicated above, total economic activity fell most abruptly. 
In Chile, the employment crisis reached an unprecedented magnitude in 1982; unemployment 
was higher than it had been during the serious economic contraction of the mid-1970s. Because the 
recession which had started in the second half of 1981 worsened and the manufacturing and 
construction fell sharply (by 22% and 29%), the average open unemployment rate in Greater 
Santiago reached a record 22%; not only was this twice as high as the figure for the preceding year, it 
was also much higher than the figures recorded during the crisis of 1975-1976! (see figure 4 and 


table 18). 


11 Unfortunately, statistics on employment and unemployment are still very limited in Latin America. Many countries of 
the region do not have up-to-date and reliable records of trends in unemployment and employment, even for the capital city. 
Most of these countries do not have figures on unemployment and underemployment in rural areas either, and usually there are 
no reliable series on short-term changes in the absolute level of employment. These deficiencies seriously hamper any analysis 
of the employment situation and make it necessary to rely too heavily on changes in open unemployment rates in a country s 


capital city or in a few of its major urban centres. 
12More than one third of the total population of Chile, 38% of the act 


live in Greater Santiago. 


ive population and over half the urban labour force 
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i in fi 5, thi i i i loyment 
As is dramatically illustrated in figure ) this exceptional increase in the average unemp 
rate was a Sa vioiten: the uninterrupted ae of ag er iets Nee 1 a. mines 
i tember 1982, one out of every fou b. 
ah a a very serious in the manufacturing sector and even aay in ee er eree 
construction, the average number of workers employed fell from around 1250 : persons wes 
half of 1981 to barely over 57000 in the second half of 1982, during tl < ae : . sa 
unemployment rate rose from slightly over 10% to 53 %. The situation was es vi ee Z oi 
serious, in manufacturing. Between March 1981 and December 1982, approximately ie fe 
lost their jobs in industry in Greater Santiago, as a result, the unemployment ari ; oh “ 
manufacturing industry more than tripled during that time, going from under 9% in early 


almost 26% at the end of 1982. 
Table 17 


AMERICA: RELATIVE SHARES OF COMPONENTS OF 
eee. GROSS DOMESTIC PRODUCT 


(Percentages) 

oO ——EEEE———————_———— ee 

Total Gross fixed Exports Imports 

consumption investment 

80.5 19.8 8.8 Shi 
i971 80.5 20.0 8.4 8.9 
1972 80.4 20.1 8.4 8.9 
1973 80.3 20.5 8.5 SS) 
1974 81.5 2ieZ 8.0 10.7 
1975 80.2 22.4 7.6 10.2 
1976 TD, 2275 sll OFF 
1977 80.0 222 8.0 10.2 
1978 vOU 22.4 8.5 10.6 
1979 79.8 222 8.9 10.9 
1980 80.4 22.4 8.9 11.7 
1981 80.0 223 25) 11.8 
1982” 80.6 19.9 9.3 9.8 
Source: ECLA, on the basis of official statistics. 
“Includes changes in stocks. 
* Preliminary figures. 

Table 18 


LATIN AMERICA: EVOLUTION OF URBAN UNEMPLOYMENT 


(Average annual rates) 


Country 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 
Argentina® 6.6 5.4 3.3 2.6 4.5 2.8 2.8 2.0 a5 4.5 4.7 
Brazil 35 a aa xg “t Le 6.8 6.4 6.2 7.9 6.3 
Colombia‘ = 8 127 10.6 10.2 9.3 8.8 8.9 9.7 8.2 9.3 
Costa Rica® I 2 %e At 5.4 a 5.8 4.9 6.0 9.1 9.9 
Chile® 4.8 4.6 9:7 16.2 16.8 EZ 14.0 13.6 11.8 Lia. 22a 
Mexico “s 7.5 Tee ee 6.8 8.0 6.9 5H 4.5 4.2 4.1 
Peru® 7.6 5.0 Zu 7s 6.9 8.7 8.0 b> Fal 6.8 6.4 
Uruguay” Je 8.9 8.1 = 12.8 11.8 10.1 8.3 7.4 6.6 11.9 
Venezuela’ 2 7.6 8.3 6.8 ayo) BAL 5.8 6.6 6.8 8.2 


Source: ECLA and PREALC, on the basis of official figures. 

“Federal Capital and Greater Buenos Aires. Average for April and October. 
Metropolitan areas of Rio de Janeiro, Sao Paulo, Belo Horizonte, Porto Alegre, Salvador and Recife. Average for 12 months. 
1980: average June to December. 

“Bogota, Barranquilla, Medellin and Cali. Average for March, June, September and December. 1974: June. 

“Urban total. Average for March, July and November. 1976: average for July and November. 

“Greater Santiago. Average for four quarters. 

‘Metropolitan areas of México city, Guadalajara and Monterrey. Average for four quarters. 

* Metropolitan Lima. Averages estimated according to data available each year. 

Montevideo. Average for two semesters. 1973: first semester. 1974: second semester. 

‘Urban. Average for two semesters. 1982: first semester. 
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gies In 1982, partly because of the unusual severity of the drop in overall employment and partly 
: because of the serious crisis experienced by the financial sector, unemployment also affected the 
| higher and middle income groups. Thus, between September 1981 and the end of 1982, the number of 
: office workers employed in Greater Santiago fell by 25% and the relative share of office workers in 
otal unemployment rose from 27% to 32%. 
__ The deterioration of the employment situation was also very pronounced in the rest of the 
country.'3 The proportion of the labour force that was unemployed in 1982 was higher in the urban 
- centres as a whole than in the capital, whereas in the rural areas the average rate of unemployment 
rose from 8.2% in 1981 to 14.5% in 1982. : 
, The employment crisis was also evident in other ways. The most important was the unusual 
increase in the number of persons registered for the Minimum Employment Plan (PEM), a 
: programme created in 1975 partly to palliate the effect of the massive unemployment generated that 
j year by the contraction of economic activity. The participants in this programme may be considered 
_ to be underemployed because of the nature of the work they perform and, in particular, because of the 
E subsidy they receive is so meagre.'4 As a result of the drastic decline of employment in most 
production activites, the number of persons participating in the Minimum Employment Plan (PEM) 
__ rose constantly and rapidly throughout 1982, from less than 160 000 in February to more than 
~ 336 000 in December. By the end of the year, the PEM had absorbed over 9% of the total labour force 
_ of the country. 
: During the last quarter of 1982, the main factor which contributed towards reversing the sharp 
__ upward trend of the unemployment rate was the initiation of a new emergency plan —the so-called 
~~ Occupational Programme for Heads of Household (POJH). One of the central objectives of this 
programme, which provided for considerably higher wages than the PEM, was to deal with the new 
situation created by the existence of a high rate of unemployment among professionals, technical 
_ workers and skilled workers.!5 Since its inception in October, it grew rapidly and by the end of 
December, it prodived employment for around 103 000 persons. 
The employment situation in Uruguay, although considerably less severe than in Chile, as is 
shown in figure 5, was also unfavourable. After having fallen steadily between 1977 and mid-1981 
—when it fell below 6%— the unemployment rate in Montevideo rose considerably after the third 
- quarter of that year and continued to rise rapidly throughout 1982.'¢ At the end of the year, one out of 
every seven workers in the capital city was unemployed and the average unemployment rate during 
1982 was 11.9%, almost double that of 1981. Moreover, this considerable increase in unemployment 
was accompanied by a slight decline in the participation rate, which fell from 52% to 50% after 
having risen steadily during the previous four years.'’ 

In sectoral terms, unemployment was highest in the manufacturing industry, where total 
production fell by 17% in 1982 and unemployment rose from 8% at the end of 1981 to over 15% one 
year later. Unemployment was also very high in construction (13%) and commerce (9.5%), in both 
of which the product decreased markedly (-16% and -23%). Nevertheless, the highest relative 
increase in unemployment was in the financial services sector, where the unemployment rate more 
than tripled rising from 2% in late 1981 to approximately 7% at the end of 1982. 

During 1982, the employment situation also continued to deteriorate in Costa Rica, mainly as a 
result of a new and considerable decline of total economic activity. However, contrary to what 
happened in Chile and Uruguay, where the enormous increase in unemployment in 1982 represented 
a reversal of a downward trend which had been generally evident in both countries since 1977, in 


13 As of 1980, periodical employment and unemploment surveys have been carried out in March and September in the 12 
regions of the country. 

14In 1982, the average value of this subsidy was 1 650 pesos per month, which represented a purchasing that was 587% 
lower than that of the subsidy paid in 1975; this amount was equivalent to approximately US$ 33. 

1'The POJH generally carries out labour-intensive public work programmes supervised by professionals who act as 
project heads at a monthly wage of 30 000 pesos and are assisted by technical supervisors (who receive 15 000 pesos per 
month), foremen (who earn 10 000 pesos per month) and manual workers (who receive 4 000 pesos). 

16 Approximately 48% of the total active population of Uruguay lives in Montevideo. 

17 In Uruguayan statistics, the participation rate represents the ratio between the labour force and the population aged 14 


or over. 
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Costa Rica the increase in the average unemployment rate in 1982 followed upon sada ty fo 
had already occurred in 1980 and 1981. As a result, the average annual sake ye Besa Te ( sae és 
although only slightly higher than the 1981 rate, was exactly double the rate of 4.9% recorded in 19. | 
pis ie aecueeren of the employment situation was also evident in the greater proportion of the 
work force that was underemployed. Underemployment, which had already risen from 18% to — 
between 1980 and 1981, rose again in 1982, to approximately 25%. The increase was particularly 
pronounced in the urban centres, where underemployment doubled. The rise of underemployment 
was also reflected in the decline in the relative proportion of wage-earners that made up the labour 
force and in the gradual but steady increase in the relative share of own-account workers. Thus, in 
1982 over one-third of the economically active population was affected by either open unemployment 
or visible underemployment. aq 

This unfavourable situation was partly linked to changes in participation rates. The sharp drop 
of real wages caused by the fall of the net per capita income and by the acceleration of inflation forced 
many members of the passive population to enter the labour market in order to neutralize the decline 
in their family incomes. Hence, the participation rate rose from an average of 35 % in 1980 to around 
37% in 1982.18 Because the resulting increase in the labour supply occurred at a time when economic 
activity was declining rapidly, the unemployment rate rose further. 

In contrast with what happened in Uruguay, however, the trend towards a gradual worsening of 
the employment situation was reversed during the second half of the year. After having stabilized at 
around 10.5% between November 1981 and July 1982, open unemployment in San José fell below 
9% in November. This phenomenon was even more evident in the rural areas, where open 
unemployment fell from an average 8.5% in March and July 1982 to only 4.4% in November. 
Although the latter figure may be partly attributed to seasonal factors, it was considerably lower than 
the almost 7% recorded in the rural sector for the same month of the preceding year. 

In 1982, the unemployment situation also worsened in Colombia, whose product only rose by 
1%, the lowest percentage of the last 40 years. In the four main cities of the country, open 
unemployment rose to an average of 9.2% after having fallen in 1981 to 8.2%, the lowest figure 
recorded since relatively reliable statistical series on unemployment have been available. 

As in the two preceding years, Bogota had the lowest average unemployment rate (7.4%), 
although the relative increase in the rate in that city was the highest of the country. On the other 
hand, in Medellin —again the urban centre that was most affected by unemployment— the average 
unemployment rate rose only slightly although its evolution throughout the year was clearly more 
unfavourable than it had been in 1981 (see table 19). Unemployment also rose only slightly in Cali, 
where the proportion of the labour force that was unemployed in 1982 was the lowest since 1977 
(with the sole exception of 1981) and where, as in Bogota, the rise in the unemployment rate went 
hand in hand with a rise in the participation rate. This trend with regard to employment was in 
contrast with the situation in Barranquilla. In that city, although unemployment dropped in 1982, it 
was much higher than it had been during the entire period between 1977 and 1980 and the decline of 
open unemployment coincided with a new and sharp drop in the participation rate. 

Although lower in absolute terms than in Colombia, the 8.2% urban unemployment rate 
recorded in Venezuela during the first half of 1982 was more unfavourable, as it represented the 
continuation, for the fourth year in a row, of the upward trend in unemployment which had begun in 
1979, the year when the Venezuelan economy entered into a stage of almost total stagnation. Thus, 
during the first half of 1982, the unemployment rate reached almost the same level it had in 
1975 —which was the highest rate recorded since a continuous statistical series has been available— 
and was much higher than the rate of slightly over 5% recorded in 1978, the year that marked the end 
of the phase of rapid economic growth and of the extraordinary boom in manufacturing and 
construction which had followed upon the first series of oil price increases. 

Open unemployment also rose for the fourth year in a row in the main cities of Argentina in 
1982. Nevertheless, as in 1981, it remained the second lowest of the region (see table 18). As had 


'*In Costa Rica, the participation rate is defined as the ratio between the labour force and the total population. 

. : , ate 

°In view of the fact that in 1982 economic activity followed a downward trend and there was an atmosphere of growing 
uncertainty among economic agents, the average annual unemployment rate was probably higher than in 1975. 
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_ Mon PEt HHP er SOTA 2A AWS AS MBA DEGAS AR MATS cee 5.34 
“San José (Costa Rica)* BRE Hig GE SEIT PEE P22 IO MT GO EO aD 
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veel ig ; 
Lima (Peruy” a ee enema Tc Ce ee ae ie ee 
_ Montevideo (Uruguay)* 10.1 84 7.4 6.6 11.9 19 57 HO) TAO LO AL 3 38 
: ~ Source: ECLA, on the basis of official information. 
“Figures for April and October. <a 


Quarterly averages. 

_ ‘Figures for March, June, September and December. 

 4Half-yearly averages. 
~ ‘Figures for March, July and November. 

‘4 1978, average July-August; 1979, September; 1980, April; 1981 and 1982, June. 
__ -*Half-yearly averages for 1978, 1979 and 1980. Quarterly averages for 1981 and 1982. 
happened in 1981, the rise in unemployment in 1982 was due to the sharp decline of overall economic 
activity, which fell once again by around 6%. Especially decisive was the decline, for the third year ina 
row, of manufacturing, the product of which fell to the lowest level of the last 15 years. Consequently, 
industrial employment fell by 7% between October 1981 and the same month in 1982; this brought 
the cumulative decline between 1975 and 1982 to 38.5%. During 1982, there was also a marked 
decline, for the second year in a row, in levels of activity in construction and commerce and other 
services, which up to 1980 had absorbed most of the workers displaced by industry. At the same time, 
in 1982 the transfer of persons from the category of wage-earners to that of own-account workers was 
almost complete; this process had to a large extent kept open unemployment very low despite the fact 
that economic growth had been weak between 1977 and 1980. 

The deterioration of the employment situation was also reflected in a heavy increase in visible 
underemployment.” In the urban centres, visible underemployment rose from 5.9% in 1981 to 8.2 % 
in 1982, particularly as a result of the shortening of the work day in many activities. The 
underemployment rate was over 7% in Buenos Aires, fluctuated at around 10% in the other main 
cities and reached even higher figures in the urban centres of the northern part of the country. 
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201m Argentina visible underemployment is defined as the proportion of the employed labour force which works less than 


35 hours per week and which wishes to work more. 
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Nevertheless, the employment situation was slightly better during the final months of the yet, 
The household survey carried out in October showed a significant drop in open unemployment in 
Buenos Aires, as well as in Cérdoba and Mendoza. Consequently, despite the persistently high 
unemployment rate in Rosario, the weighted average urban unemployment rate for the country fell 
from around 6% in April to 4.6% in October. This improvement was concentrated only in the major 
cities and did not benefit the intermediate urban centres of the interior, when the five largest cities 
are excluded, the average open unemployment rate remains stable at a level of around 6%. ; 

As mentioned above, in 1982 the improvement of the employment situation in Mexico which 
had been noted during the preceding four years was halted and reversed. During that period, when 
the economy had grown vigorously and steadily, employment had risen at an annual rate of 5.4% and 
open unemployment in the major cities had fallen from 8% in 1977 to slightly over 4% in 1981. In 
1982, however, the contraction of the economy caused a decline of almost 1% in total employment 
and even sharper declines in the number of workers employed in manufacturing (-37%) and in 
construction (-4%). From the second quarter of the year onwards, the downward trend of the 
unemployment rate in the three main cities of the country was reversed and towards the end of the 
year unemployment was estimated to have doubled.”! The deterioration of the employment situation 
during the second half of the year was also reflected in the strong increase in the average duration of 
unemployment and the considerable increase in the percentage of recently unemployed persons 
among the total unemployed population.”? ; 

The urban employment situation tended to deteriorate in Peru, where total economic activity 
came almost completely to a standstill in 1982, after three years of moderate growth. Despite the fact 
that unemployment in Lima fell from 6.8% to 6.4% between June 1981 and June 1982, the 
proportion of the labour force that had suitable employment fell during that time from 66.4% to 
somewhat under 62%.73 This considerable decline was caused by a sharp increase in 
underemployment, which rose from around 27% in June 1981 to almost 32% one year later. There 
was an unfavourable change in the relative importance of the various forms of under-utilization of 
labour, inasmuch as underemployment usually tends to affect workers at the lower income levels, 
while open unemployment usually affects the middle income sectors. Moreover, in 1982, three 
quarters of the increase in underemployment was concentrated among the most seriously deprived 
strata of the population.*4 

In apparent contrast with the countries analysed above, official figures suggest that in 1982 
there was a clear and steady fall in urban unemployment in Brazil; the average annual unemployment 
rate in the seven main cities of the country appears to have fallen from 7.9% in 1981 to 6.3% in 1982 
(see table 18). 

Nevertheless, the actual situation with regard to employment is probably much less favourable 
than what the official figures suggest and the fall in unemployment may be due, to a large extent, to 
changes that were made in the methodology used for the monthly employment survey. These changes 
were initiated in February 1982 and were fully implemented by May, i.e., precisely the period for 
which the statistics show the greatest drop in unemployment. Thus, between January —the last 
month in which the former methodology was used— and May —the first month in which the new 
methodology was fully implemented— the average rate of unemployment in the seven main cities 
fell from 9.1% to 6.2%. The decisive influence which the change in methodology had in “reducing” 


*!See Presidencia de la Republica, Criterios generales de politica econémica para la iniciativa de la Ley de Ingresos y el 
Proyecto del Presupuesto de Egresos de la Federacion para 1983, Mexico, December 1982. 


*?In Mexico and Guadalajara, the proportion of recently unemployed persons among the total unemployed population 
during the quarter in question rose from approximately 10% in January-March 1982 to 35% in October-December. In 
Monterrey, the proportion rose from 21% to 50% during that same time. 


a i ary : : ‘ 
The detailed information available in Peru on employment, unemployment and underemployment only covers Lima 
and is taken from a survey which is conducted only once a year in that city. 


Peruvian Statistics separate visible underemployment (the category of persons who work less than 35 hours a week but 
who wish to work longer) from underemployment due to income deficiency (the category of persons who, although working a 
normal workday, receive less than the legal minimum wage). Within this category, a distinction is made between slight, 


medium and serious income deficiency. The latter category includes persons whose income is equivalent to less than half the 
minimum wage. 
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: inemployment appears even more evident from the fact that between January and May 
unemployment among youth between the ages of 15 and 19 fell from 22.7% to 12.2% in Rio te 
Janeiro and from 29.3% to 20.1% in Sao Paulo.» 

Fag, Such a pronounced reduction of urban unemployment as that shown by the official figures 
appears even less plausible if one looks at employment trends in the formal sector of the economy as 
_ recorded both in the statistical series of the Ministry of Labour and in those of the Instituto Brasileiro 
de Geografia y Estadistica (IBGE).?° According to the former, total urban employment in the ten main 
_ cities of the country fell by almost 2% in 1982, after having fallen by over 3% in 1981. The decline 
was much greater —almost 7%— in manufacturing; thus, there was a cumulative decline of 15% in 
the absolute level of employment in manufacturing during the biennium 1981-1982.2” 

: In view of the above, it is reasonable to assume that the moderate decline of urban 
E> unemployment during the second half of the year —when the new methodology was applied 


__ consistently— were due to a large extent to the growth of employment in the informal sector of the 
economy. 


Re V. INFLATION AND WAGES 
1. Inflation 


Despite the widespread weakening of economic growth and the aggravation of unemployment, 
inflation reached unprecedented levels in 1982. As may be seen in table 20, the weighted average rate 
of increase of consumer prices in the region as a whole was 84%, which was much higher than the 
figures for any year before that. Inflation was particularly high in Argentina, Bolivia, Brazil, Costa 
Rica, Mexico and Peru. During the course of 1982, consumer price levels increased fourfold in Bolivia, 
more than tripled in Argentina, almost doubled in Brazil and Mexico, and rose by 80% in Costa Rica 
and by over 70% in Peru. On the other hand, the rate of inflation fell considerably in Paraguay and, 
particularly, in Guatemala and Haiti, where prices fell even in absolute terms. 

The inflationary process accelerated at a particularly rapid rate in Bolivia. After having risen at 

» arate of around 25% during the two preceding years, consumer prices rose by almost 300% in 1982; 
wholesale prices, which had risen by 28% in 1981, rose by somewhat over 400%. This radical 
acceleration of the inflation rate —shown clearly in figure 6— was unleashed by the approximately 
85% increase in the official exchange rate decreed in February. The impact of this large devaluation 
was reinforced in the following months by the accentuation of inflationary expectations, by a new 
exchange crisis and by an increase in the official prices of several basic products and services decreed 
in November along with a further adjustment of over 365% in the official exchange rate.?8 Because of 
the magnitude of the devaluation, the rise in inflation was also accompanied by a profound change in 
relative prices. Thus, between the end of 1981 and December 1982, the increase in the prices of 
imported products (543%) was almost double that of prices of agricultural products (275 %) and was 
also much higher than the increase in prices of manufactured goods (395%). 

The increase in the rate of inflation was also very pronounced in Argentina, where the 
consumer price index rose by 210% and wholesale prices rose by around 310%. As in Bolivia, the 
devaluations of the peso which were enacted at the end of 1981 and in July 1982 played a major role in 
accelerating inflation. The decisive impact of the exchange adjustments was also reflected in the fact 
that the prices of internationally tradeable goods (particularly imports) rose more than the prices of 
other goods and, in particular, of services. 


25For a detailed study of the problems presented by the methodologies introduced in 1982, see: Mauricio Galinkin, 
Numeros, ah, esses nimeros... (A propdsito de Pesquisa Mensal de Emprego), mimeographed, Brasilia, July 1982. 

26Basically, these series measure the evolution of employment in medium-sized and large enterprises and therefore do 
not proyide information on changes in employment in the so-called informal sector of the economy. 

27 These reductions coincide almost exactly with the 6.7% and 13.5% reductions recorded for those two periods in the 
IBGE’s figures on employment in the manufacturing sector. 

28Inflationary expectations were reflected in the exchange rate on the parallel market, which trip] 
October, a period during which the official exchange rate did nor vary. 
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ogo Inflation also tose sharply in Mexico. Consumer prices, which during the two preceding years 
had fisen at a rate of around 30%, almost doubled in 1982. This serious aggravation of the 
inflationary Process was partly a reflection of the considerable magnitude of the disequilibria that had 
accumulated in previous years, the effects of which had been disguised or neutralized up to the end of 
1981 thanks to an exceptionally abundant supply of external financing, but which abruptly became 
| evident as of February 1982, when the authorities enacted a sharp devaluation of the peso after almost 
five years of exchange stability.2? However, the marked accentuation of the rate of increase of prices 
; which followed upon the devaluation was also due to the direct effect on domestic costs of the 
devaluation and the readjustment of wages and salaries granted in March, and to the unfavourable 
effect which these measures and the rapid weakening of the balance-of-payments position had on the 
expectations of economic agents with respect to the future trend of prices. The substantial increases 
in the official prices of certain goods for mass consumption and in the rates of certain public utilities, 
as well as the constant inflationary pressure created by the high fiscal deficit also had something to do 
with this upward pressure on prices. Under such circumstances, the authorities decided in August to 
enact another sharp devaluation of the peso and in December they eliminated several subsidies for 
essential goods in order to reduce the disequilibrium of the public sector. As a result of these 
measures, consumer prices rose by over 11% in the month of August alone and again rose by almost 
11% in December; thus, the rate of inflation again rose considerably during the second half of the 
year (see figure 6). 

By contrast with the experiences of Bolivia and Mexico, the high inflation rates recorded in 
1982 in Brazil and Peru basically represented a continuation of a trend that had been evident in the 
inflationary processes in the two countries for several years. Thus, the 98% increase in consumer 
prices in Brazil in 1982 was only slightly higher than the 91% and 96% increases of 1981 and 1980. 
At the same time, the 73% rate of inflation recorded in Peru in 1982 was almost identical to that of 
1981 and was also similar to the average variation in prices during the period 1978-1980 (see 
table 20). Essentially, this relative stability of the inflation rate was due to the fact that both countries 
followed a complex and generalized indexing system by virtue of which the exchange rate, wages, 
financial assets and other key economic variables were readjusted at very short intervals based on the 
increases which occurred in the consumer price index during the preceding period. Naturally, in the 
absence of abrupt changes in the prices of certain basic goods (such as food and fuels) caused by 
exogenous factors (such as sharp variations in crops or marked increases or decreases in international 
prices) or economic policy decisions (such as a strong increase in the exchange parity), the indexing 
system tends not only to perpetuate the inflationary process but also to provide a certain stability in 
the rate of increase in the general level of prices. 

In Costa Rica, the course of inflation was different and, in general, more favourable than in the 
above countries. In this country, although prices remained quite stable up to 1972, inflation rose 
sharply in 1981. Although in 1982 consumer prices rose by an unprecedented 82%, which was 
considerably higher than the 65 % increase of 1981, during the last quarter of the year, the serious and 
steady upward trend that had been evidenced since the beginning of 1981 was reversed. Essentially, 
this drop in the rate of inflation was the result of the policies applied from May onwards by the new 
economic authorities. These authorities introduced severe economies in the expenditures of the 
central government and adopted measures aimed at increasing tax revenues; this led to a substantial 
reduction of the fiscal deficit. In July, in order to reduce the pressures on high-powered money 
originating in the public sector, the authorities radically increased the prices of fuels, public transport, 
electricity, water and telephone services.2° At the same time, the parallel exchange market was 
eliminated and the exchange market was centralized in the banking system. Thanks to these 
measures and to the recovery of a certain degree of confidence among private economic agents, the 
free exchange rate, which had risen sharply up to July, fell by around 25% during the rest of the year 
and the interbank exchange rate remained stable. This helped reduce increases in costs, which also fell 


29 Between the first quarter of 1977 ana tne middle of 1981, the exchange rate remained practically constant, rising only 
from 22.7 to 24.1 pesos per dollar. During the second half of 1981, the authorities decided to raise the exchange parity gradually 
by means of mini-dévaluations, these brought the rate to 26.2 pesos per dollar at the beginning of 1982. 

30Fuel prices rose by 92%, whereas public transport prices doubled; at the same time, electricity, water and telephone 


rates were readjusted by between 60% and 100%. 
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‘al decline in rural wages. Under such circumstances, after having reached a 
cea pam nA aOR i se cone the Aneel inflation rate fell rapidly during the next three 
ape inflation in Costa Rica was clearly different from the trends noted in Chile and 
Uruguay in 1982. In the latter two countries, which have a longstanding antasionac arate the 
rate of increasé in prices had fallen steadily during the previous three years because * as a Piece: 
made in the fiscal sector, the extraordinary sai of imports and, above all, the use of the exchange 

ic instrument of stabilization policy. a 
rate cA ehe ae to decline in Chile throughout the first half of 1982, when consumer Piet 
were completely stabilized and wholesale prices fell slightly. N evertheless, since production an 
employment levels were falling rapidly and steadily and the country was losing an increasing amount 
of international reserves, in mid-June the authorities decided to devalue the peso, which had 
remained stable for almost three years. Mainly as a result of this devaluation, and also because of the 
new increases in the exchange rate which were enacted in the months following, the downward trend 
of inflation was reversed in July and the inflation rate rose rapidly during the rest of the year. Thus, 
during the second half of the year, the consumer price index rose by 20%, while wholesale prices rose 
by over 40%. : oun es 

As may be seen in figure 7, the evolution of inflation was very similar in Uruguay, although here 
it continued to fall throughout most of the year, reaching a minimum of around 10% in November. 
Nevertheless, for reasons very similar to those which in June had moved the Chilean economic 


Table 20 
LATIN AMERICA: EVOLUTION OF CONSUMER PRICES 


(December-to-December variations) 


Country 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 
Latin America’ 12.0. 13:5. 20:8.» 36.2 .40:1 -57:5. .61.4.4-40.3) 9 37.9) 54.25 56.58 58-1 eae 
Countries with traditional 

of high inflation 144 15.6 241 41.5 449 69.3 748 484 45.9 61.9 66.3 68.5 97.1 
Argentina 216 39.1 642 43.9 40.1 3349 347.5 1504 169.8 139.7 ~87.6 131.2 209.7 
Brazil’ 17-7 18.1 °° 14.0" 13-75" 33.8 31.2" "44.8" 43:1" 381 76.0 Oxon Sivoo 
Colombia‘ 35° 14.1 14:0" - (25:0 « 26995179" §25.9°" 293. "A7:8" 29'S" 26.5 275 
Chile 34.9 22.1 163.4 508.1 375.9 340.7 1743 63.5 303 389 31.2 9.5 20.7 
Mexico 7.8 -0.8 5.6.«. 21.3... 20:6. LES 27220 20: Jn 162 200 00 Sate Goose 
Peru Dah Ti 43 13.8. 192 240 447 324. 7372.66 7) 59.1. 72) eee 
Uruguay 19.3 35.6 947 77.5 107.2 66:8" 39:9 573° 46.00683.1 “42.87 205) e720 
Countries with traditional 

of moderate inflation 2.0, 4.6 6.7 “14.6 20.2 9.7" 73. Ta, 8a , 225. 155 els eee 
Bolivia 3.8 3.3 23.6 348 39.0 6.0 3.) “105 "13-5 "45.57" 23.9%" 2571 29a 
Costa Rica 43 1.9 69) 915.9 30/16 .2015 44 5.3 BA. 13:2") T7865 See 
Ecuador 8.0 6.8 6.9 «20:6 21.26 0132 13.1 9.8 11.8 90 45m Wishes 
El Salvador 10 -06 yee FD e 20 el Sch 5.2.4 14.9". 4:6) 14.8. 1S Glee Gilat 
Guatemala 1.0 0.3 11 eds GF eo ener AS 0.8 18.9 7.4 ol H137 9.1 8.8 -2.0 
Haiti -0.7 133 TS 20:8) 1957 19'9 7" BO meee 55 “IS4 “15.39 16-4 
Honduras 1.4 LS 6.8 5.1 13:0 7.8 5.6 a7 5335225 Se 9.2 94 
Nicaragua 19. 62 102) 743° 703 1268) Danae 
Panama 75S Ae (si 97 F6.7. 1.4 48 4.8 5.0 100 144 48 3.9 
Paraguay 2.3 6.3 95 5 14 22:0 8.7 34 94 168 35.7 8.9 149 42 
Dominican Republic “1 LOG 18.05 geo ee Oss el Oss iO” 8.5 1.8). 26.2 - 42% gLAs aes 
Venezuela 3.4 3.0 35 Se HG 8.0 6.9 8.1 Te 205" 196" 10:8 7.9 


Source: International Monetary Fund, International Financial Statistics, and ECLA, on the basis of official information. 
a . . 
Totals for Latin America and partial figures for 


" groups of countries refer to variations in prices in each country, weighted by its population for 
each year. 


b ae ey 2 
Up to 1979, this figure refers to the variation in the consumer 


Price index for Rio de Janeiro; from 1980 onwards, it refers to the variation in the 
national total. 


“Up to 1980, this figure refers to the variation in the consumer 
total national CPI, including manual and office workers. 
“Variation between September 1982 and September 1981. 


price index for manual workers; for 1981 and 1982, it refers to the variation in the 
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Figure 7 
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Source: ECLA, on the basis of official information. 


authorities to abandon the fixed exchange rate,?! the Central Bank of Uruguay decided, at the end of 
November, to abandon its policy of pre-announced minidevaluations and allowed the peso to float 
freely. As a result of this decision, the price of the dollar rose abruptly and by the end of the year the 
exchange rate was more than 100% higher than it had been before the float. In such circumstances, 
inflation also rose dramatically in December. During that month, consumer prices rose by 8.6%, a 
figure similar to the cumulative variation of 11% which occurred between January and November. 

During 1982, inflation increased for the third year in a row in Ecuador, where consumer prices 
rose by an unprecedented 24%. As in Bolivia, Mexico, Chile and Uruguay, this acceleration of the 
inflationary process followed upon the devaluation enacted in March and May, which put an end to 
almost 12 years of complete exchange stability. Also, as in some of these other cases, to the 
inflationary impact of the devaluation was added the impact of the drastic adjustment of the domestic 
price of fuels and the elimination of subsidies for certain basic consumer goods.*? 

In 1982, prices in Colombia and Nicaragua increased at rates quite similar to those of Ecuador, 
however, inflation in these two countries actually dropped slightly by comparison with previous 
years. In Colombia —which has the most stable inflation rate in Latin America—*? the rate of 


31Between the first half of 1981 and the second half of 1982, the unemployment rate in Montevideo rose from 5.8% to 
12.7%, mainly as a result of the approximately 20% drop in industrial production and construction during that same period. 


32In October 1982, the price of gasoline was increased by 100% and the subsidy for wheat was eliminated. The latter 
measure played a decisive part in the increase in the price of bread, which rose by 35% during the last quarter alone. 


33 As may be seen in table 20, the rate of increase of consumer prices has fluctuated regularly between 24% and 30% since 
1973, with the sole exceptions of 1975 and 1978, when inflation fell to 18%. 
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i se in prices was still basically determin nideva ions: pilots: 
aa ipine oe InN neh on the other hand, the rate of inflation Scenes ae 
same as in 1981; this was due to the interaction of forces that tend to apa t ps pare af 
—e.g., the sharp reduction of the volume of imports, the heavy increase in the oe a an ae 
increase in the effective exchange rate— and measures that tend to hold it down -e.g., the ee = 
nominal wages in the middle and seca strata, a eae for certain basic goods an 
i limited expansion of the means of payment. : 

a at . eee other area of the region, which are usually more open to the exterior as 
regards trade and finance, and whose inflation tends to follow international inflation, the rate of 
increase in domestic prices fell, mainly because international inflation declined during 1982. In some 
cases, domestic policies added to the effect of the lower rate of external inflation. This was the re in 
Paraguay and Guatemala, where the rate of inflation fell abruptly, and in Venezuela, where in Eee 
dropped for the third year in a row. In 1982, the economic authorities of these three countries applie 
restrictive fiscal, monetary and wage policies which considerably reduced government expenditure, 
contained the growth of private investment and consumption, and/or considerably limited any 
increase in real wages or else brought them down in absolute terms. 


2. Wages 


As in 1981, real wages followed very different trends in the countries of the region for which 
relatively reliable statistics are available. Thus, while the purchasing power of wages fell sharply in 
Costa Rica and Argentina for the second year in a row, it rose considerably in Brazil and more 
moderately in Colombia. At the same time, the average level of real wages fell slightly in Chile, 
Paraguay and Uruguay, after having risen considerably in 1981. Finally, the real wages of private- 
sector manual workers rose by almost 1.5% in Peru, thus partially recovering from the decline of 
1981 (see table 21 and figure 8). 

In general, this uneven evolution of real wages reflected the uneven evolution, in the various 
countries, of certain elements that play a fundamental role in determining changes in wages, e.g., 
variations in per capita income, the situation with respect to employment and inflation, and the wage 
policy. 

The most spectacular drop in real wages occurred in Costa Rica, where they fell by almost 24% 
during the first half of 1982.34 This decline represented an accentuation of the downward trend of the 
preceding two years. Because of this, the purchasing power of wages fell by 34% during the period 
1980-1982 and was also considerably lower in 1982 than at the beginning of the 1970s. As had 
happened in 1981, this new and pronounced contraction of real wages was largely due to the drop in 
per capita income caused by the slowdown of domestic economic activity and the deterioration of the 
terms of trade. As in 1981, wages suffered from the acceleration of the inflationary process and the 
deterioration of the employment situation, both of which continued to worsen up to the third quarter 
of 1982. The decline in the purchasing power of wages was also partly due to the restrictive wage 
policy applied in order to reduce inflation. Nevertheless, the wage policy, by providing for differential 
readjustments, kept the decline in the purchasing power of the minimum wage much lower (-6.3%) 
than the decline in the purchasing power of average wages. 

Real wages also fell sharply in Argentina, where, as in Costa Rica, the gross domestic product 
fell substantially for the second year in a row, while in 1982 inflation continued to rise rapidly and 
unemployment increased. As a result of these changes, the purchasing power of wages fell by around 
10.57%, as it had in 1981. As a result of these drops, and also of the fall of real wages during the second 
half of the 1970s, real wages were 30% lower in 1982 than they had been in 1970-1975. The sharp 
decline in the real income of wage-earners and the increase in unemployment aggravated social 
tensions and this in turn led to significant changes being made in the wage policy. In July, the official 
policy of hot intervening in the setting of private-sector wages was abandoned. Thus, after having 
kept both minimum wages and salaries of public officials frozen during the first half of the year, as 


¥ ae : F ; d 
Unfortunately, at this writing, the figures on the evolution of nominal wages during the second half of the year were 


not yet available. However, in view of the fact that consumer prices rose sharply, particularly during the third quarter it is quite 
likely that the change in real wages for the year as a whole will not be much different from that of the first half of the year. 
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- _ Wages of labourers in the manufacturing industry in the metropolitan area. 
Average wages in industry in general. 

“Wages of labourers in the manufacturing industry. 

= ALS and salaries reported by persons enrolled in the social security system. 

“Wages and salaries of labourers and employees in the non-agricultural sectors, except large-scale copper mining and the 

cellulose and paper industries. 

_ 2 Wages of labourers in general for Asuncién. 

- "Wages of labourers in private sector in the metropolitan area of Lima. 


‘Wages and salaries in the public and private sectors in Montevideo and the interior. 


~ part of their anti-inflationary policy, the economic authorities decided to readjust basic wages and 
i raise public-sector salaries. These changes in wage policy and the slight recovery of economic activity 
during the last months of the year allowed for a slight increase in the purchasing power of wages in 
the manufacturing industry, and mitigated the decline in the purchasing power of salaries of State 
officials.>° 
Real wages followed a very different trend in Chile and Uruguay. Despite the fact that these 
_ were the two countries of the region in which total economic activity fell most sharply (-14% and 
--10%), average annual real wages were practically the same in 1982 as in 1981 (see table 8). In both 
countries, however, this stability covered up the fact that real wages fell during 1982; this decline was 
accentuated considerably during the second half of the year. 

In Chile, nominal wages remained practically constant throughout the year. During the first 
half of the year, the level of consumer prices did not change at all, so that real wages and salaries 
_ remained stable during that time. However, since they had been rising in 1981, their average level 

during the first half of 1982 was almost 10% higher than it had been during the same period of 1981. 


35In December, the average real wage of 
average salary of public officials was almost 10% 
and salaries fell by 10.4% and 19.7% respectively. 
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manual workers in industry was 5% higher than one year before, whereas the 
lower than in December 1981. Over the year as a whole, however, these wages 
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Figure 8 
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As may be seen in figure 9, the situation changed radically during the second half of 1982. After the 
devaluation of the peso in mid-June, consumer prices began to rise rapidly. Despite this, and as a 
result both of the changes made in the wage policy and of the serious deterioration of the employment 
situation, nominal wages remained constant up to October and rose only slightly in November and 
_December.*° Under such circumstances, the purchasing power of salaries and wages fell steadily 
a during the second half of the year; thus, it was 10% lower than during the first half of the year and 
almost 8% lower than during the second half of 1981. This decline also marked the breakdown of the 
_ steady upward course of real salaries and wages between 1975 and 1981, when, as shown in figure 8, 
_ they recovered partially from the tremendous fall they had suffered between 1973 and 1975. 
Salaries and wages followed a very similar pattern in Uruguay in 1982. In that country, after a 
general 10% readjustment that had been granted in January, nominal salaries and wages were frozen 
in order to support the stabilization programme. The general readjustment brought the real level of 
salaries and wages up sharply during the early months of the year. After that, however, the 
inflationary process gradually eroded the purchasing power of salaries and wages. This decline was 
even sharper in December, when consumer prices rose by more than 8% as a result of the devaluation 
of the peso in November. As in the case of Chile, the decline of real wages during the second half of 
1982 completely neutralized any progress that had been made in the early months of the year; 
however, by contrast with the Chilean experience, the slight decline of real salaries and wages 
throughout the year as a whole represented a continuation of a steady downward trend which began 
in 1972 and had only been interrupted in 1981. Consequently, the real level of wages was almost 40% 
__ lower in 1982 than during the period 1970-1972 (see table 8). 
—— In Paraguay, real wages, which had risen by over 6% in 1981, fell slightly (-1.1%) during 1982. 
__ This decline was mainly due to the moderate decline of overall economic activity, the deterioration of 
the employment situation and the restrictive policy applied by government authorities in order to 
control inflation. As a result of this policy, nominal increases in wages of manual workers and in 
minimum legal salaries fluctuated around 4% in 1982 and were thus much lower than the 18% to 
20% increases recorded in 1981. Nevertheless, since at the same time the average annual variation in 
consumer prices fell sharply (from 13% in 1981 to 5% in 1982), the loss of purchasing power was 
very small. 

Real wages rose by almost 1.5% in Peru. Nevertheless, this increase did not compensate for the 
decline they suffered in 1981. This, plus the fact that they fell almost constantly between 1975 and 
1979, meant that in 1982, the purchasing power of wages was around 30% lower than during the 
period 1973-1974 (see table 21). During 1982, real wages of private-sector employees, which had also 
risen during the two preceding years, also rose, although at a much higher rate (7.6%). However, 
because they had dropped sharply between 1974 and 1979, in 1982 they were still 40% lower than in 
1973. The policy of readjusting minimum salaries and wages every quarter continued to be applied in 
1982. However, since the rate of inflation accelerated gradually throughout the year, these 
adjustments did not entirely offset the effect of the increases in prices and consequently the 
purchasing power of minimum wages fell by around 7.5%. In March 1982, on the other hand, 
legislation on collective agreements was changed and the old system of antictpos (advance payments) 
was replaced by a system of readjustments which were usually granted six and nine months after the 
initiation of the agreements; the amount of these adjustments was linked to an estimate of the 
probable magnitude of inflation during the life of the agreement.*’ 
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ediately following the devaluation. These included: a) elimination 
f workers in the public sector and of private-sector workers not 
dex since the date of the previous readjustment 


36 The main changes in wage policy were adopted imm 
of the provision for an automatic readjustment of wages 0 
covered by agreements, when the cumulative rise in the consumer price in 
exceeded 10%; b) modification of the rules establishing a so-called “floor” in individual labour contracts and in collective 
r had to honour the real wage agreed upon in the preceding contract or agreement, 


agreements, by virtue of which the employe 
July 1979 (when the Labour Pian began to be applied or the 


as of June, this lower limit was set as the real wage that existed in 
real wage agreed upon at the time a worker's contract began, if this occurred after July 1979, and c) the establishment of a 
discount on gross wages or salaries paid in the public sector between July 1982 and June 1984, this amounted to 10% of that 
part of the salary which was in excess of 100 000 pesos per month and 20% of the portion Bia was in excess of 150 000 pesos. 

37 Anticipos wese payments made by employers to workers during the life of a collective agreement, in theory, they were 
to be deducted from any wage increases agreed upon at the next collective negotiation. In practice, however, the anticipos were 
often included in the salaries taken as the basis for the next negotiation, so that their original purpose was lost. Despite this, 


two anticipos were granted during 1982, in Janvary and March. 
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For Chile, Index of nominal wages and salaries of the National Statistical Institute 
(INE), deflated for the period 1976-1978 by the consumer price index as corrected 
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index 
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In 1982, the growth rate of real wages also accelerated in Colombia. After having risen at an 
_ average rate of slightly over 1% during the two preceding years, real wages of manual workers in the 
manufacturing sector rose by 3.7% in 1982. The purchasing power of salaries of office workers in 
industry rose at a slightly lower rate (2.6%); this was very similar to the rate of increase recorded in 
1981. Average wages and salaries in commerce rose by almost 5% while the real value of minimum 
wages rose by around 4% in major cities and by 5.5% in minor urban centres and in the rural sector. 

: These latter increases reflected the effect of the legal readjustments granted at the beginning of 
_ the year and of the downward trend of inflation. As of the first of January, the nominal value of 
_ minimum wages was increased by 30% in the main urban centres and by 32% in other cities and in 
_ the agricultural sector. This percentage —slightly higher than the increase in consumer prices in 
__ 1981— was also much higher than the average variation in prices of somewhat under 25% recorded 
__ in 1982. Moreover, since the nominal readjustment of the minimum wage for the rural sector was 
; once again higher than the nominal increase in the minimum wage for the larger cities, the gap 
: between the two continued to close. In 1982, therefore, the rural minimum wage, which in 1977 had 
3 represented only 85% of the urban minimum wage, amounted to 95% of the urban minimum wage. 


The gradual increase in minimum wages also played an important role in raising the income of many 
wage-earners, especially in sectors such as commerce, services and construction, where most of the 
workers hired are paid less than the legal minimum wage. 


- The decisive role that wage policies can play, over the short term, in the evolution of real wages 
was even more evident in Brazil. Despite the fact that, for the second year in a row, overall economic 
activity showed very little dynamism, the manufacturing sector was at a complete standstill and 
inflation was rising rapidly, the average wages of industrial workers rose by almost 9% in real terms. 
As in 1981 —when these wages rose by over 5%, despite a 6.5% drop in industrial production— the 
1982 increase was mainly brought about through a readjustment policy that was clearly aimed at 
redistribution.3* This policy made it obligatory to readjust the income of wage-earners every six 
months by an amount equivalent to 110% of the increase in the consumer price index in the case of 
payments amounting to less than three times the minimum wage; by an amount equal to 100% of the 
increase in the consumer price index in the case of payments of between three and ten times the 
minimum wage and by amounts lower than the rate of inflation in the case of payments amounting to 
more than ten times the minimum wage. 


Minimum wages were also readjusted in May and November of 1982. Since the increase was 
slightly higher than the increase in consumer prices, their real value, on average, showed a small 
increase. In addition, minimum legal wages for the different regions were increased ona sliding scale 
so as to gradually reduce the disparities between them and move towards the establishment of a single 
minimum wage for the entire country. Thus, from May onwards, there were only three different 
minimum wage zones in the country.*? 


Thus, thanks to the fact that despite the recession, real wages rose in both 1982 and 1981, and 
that they had been rising steadily during the preceding ten years, when economic activity had grown 
at an average annual rate of almost 8%, Brazil continued to be the only country of the region where 
real wages had followed an uninterrupted upward trend since the beginning of the 1970s (see 


figure 8). 


38]t is quite likely, however, that the increases shown in the statistics overestimate the rue increase i wages during those 
first place, to the fact that in calculating the wage index, the Brazilian Geographical and Statistical 


two years. This is due, in the 
for example, unemployment compensation. In 


Institute takes into account all remuneration received by workers, including, 
1981 and 1982, such payments were substantial in activities such as the automobile industry, where enterprises made special 
d voluntarily. A second factor which tends to exaggerate the increase in wages is the procedure 
e value. This is obtained by dividing total payments made (including unemployment 
ch month. 


payments to workers who retire 
used to estimate their averag 
compensation) by the number of persons actually working on the last day of ea 

39The first of these includes the southern and southeastern regions, plus the Federal District, and has the highest 
minimum wage. The second includes the northern region. Pernambuco, Bahia and the rest of the central region. Finally, the 
third zone includes all the northeast, except Pernambuco and Bahia, and has the lowest minimum wage. In 1982, wage 


increases in each of these regions amounted to 94, 103 and 109%. 
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VI. THE EXTERNAL SECTOR 
1. Foreign trade 


dual effect of the international economic recession and the adjustment policies 
aa ee oe of the region to correct the disequilibria in their balance of payments, Latin 
American foreign trade suffered its most serious setback of the entire postwar period. The overall 
value of exports and imports of goods, which in 1981 had reached the unprecedented total of around 
US$ 190 billion, fell to only slightly over US$ 164 billion in 1982, as a result of an almost 9% drop in 
the value of exports and a 20% drop in the value of imports. 


a) Exports of goods 

In the case of exports, the drop which occurred in 1982 represented an interruption of the 
prolonged and intense process of growth which had begun in the early 1970s, during which the value 
of exports rose at an average annual rate of 19% (see table 22). 

In addition to being sudden and abrupt, the decline was widespread. In 1982, the value of 
exports fell in every country of the region, with the sole exceptions of Mexico, Haiti and Colombia 
—which managed to increase the value of their exports by between 3% and 7%— and Panama, 
which increased its exports slightly. The decline in the value of external sales, however, was very 
pronounced in all the Central American countries; in Brazil, where exports dropped by over 13% 
after having risen sharply in 1980 and 1981; in Argentina, Uruguay and Venezuela, where the value 
of exports fell by 17% and, above all, in the Dominican Republic, where the value of exports fell by 
35% (see table 23). 

The main cause of this sharp drop in the value of exports was the decline in their unit value. In 
the region as a whole, the volume of external sales remained stable, while the unit value fell by 
around 9%. 

This drop —which affected all the Latin American countries except Colombia, El Salvador and 
Haiti— reflected the impact of the drop in the international prices of the great majority of 
commodities exported by the region, which were adversely affected both by the contraction of 
demand caused by the recession in the industrialized economies and by the revaluation of the dollar on 
the international exchange markets. 

Although during 1982 the international prices of virtually all of Latin America’s main export 
commodities fell, the situation was particularly serious in the case of sugar (which fell by 50% after 
having already fallen by over 40% in 1981), fishmeal, lead and maize (the prices of which fell by 
almost 25%) and cotton, cocoa, copper and soya (which fell by around 15%). Thus, coffee and iron 
ore were the only commodities whose international prices rose in 1982; however, these increases 
were small and did not come near to compensating for the sharp drop of the preceding year (see 
table 24). 

The unfavourable trend of external demand also had a negative effect on the volume of Latin 
American exports, which had grown at an unusually high and sustained annual rate of around 9% in 
1976 and 1981, but came to a complete standstill in 1982. Nevertheless, contrary to what happened 
with the unit value of exports which, as has been mentioned above, was the result of the drop in the 
Prices of exports of almost all the Latin American countries, the stability of the volume of the region's 
exports was the net result of the completely opposite trends which were evident in the different 
economies. Thus, while the volume of exports recovered in Paraguay and Peru and grew vigorously in 
Chile (16%) and Mexico (18%), it fell sharply in the Dominican Republic (-16.5%), also dropped 
sharply in the Central American countries and fell for the third year in a row in Colombia and 
Venezuela. The quantum of external sales also fell by around 7% in Brazil, after four years of very 
rapid growth, and dropped by slightly over 5.5% in Argentina. 


b) Imports of goods 


: The change with respect to the trend in previous years was even more evident in the case of 
imports, whose value fell by 20% after having risen vigorously and uninterruptedly between 1970 
and 1981. As may be seen in table 22, this violent drop in the value of imports affected both the oil- 
exporting countries and the other economies of the region. In practice, the decline in the value of 
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external purchases was so widespread that it affected every country except Colombia, Venezuela and — 


no the remaining economies of the area, the value of imports fell at exceptionally high 
rates in Uruguay (-34%), Mexico (-37%), Bolivia (-38%) and, particularly, Argentina (-43%) and 
Chile (-45%). All of these countries devalued their currencies drastically during 1982 and their 
economic activity either fell sharply or came to a complete standstill. Although less dramatic, the 
reduction of external purchases was also quite substantial in Haiti and in all the member countries of 
the Central American Common market (except El Salvador), and in the Dominican Republic (-13%) 
and Brazil (-12%) (see table 25). 

Contrary to what happened with exports, the main cause of the drop in the value of imports was 
the reduction of their volume, which fell by 18% in the region as a whole to a level equivalent to that 
of 1978, Nevertheless, the decline in the value of imports was also due, although to a lesser extent, toa 
decline in their unit value. In fact, the unit value of Latin American imports fell by 2.5% in 1982, as a 
result of the attenuation of inflation in the industrialized countries, the widespread drop in 
commodity prices and the revaluation of the doilar on the international financial markets. This 
interrupted the series of constant although uneven increases in the unit value of imports which had 
been taking place since 1962. 


c) The terms of trade and the purchasing power of exports 


The unprecedented decline in the unit value of imports was, however, much lower than the 
drop in the unit value of exports. Consequently, the terms of trade, which had already gone down by 
almost 7.5% in 1981, again deteriorated by over 6% in 1982 (see table 26). 

Moreover, this reduction was widespread. In 1982, the terms of trade of every country in the 
region, with the sole exceptions of Colombia, El Salvador, Haiti and Uruguay, deteriorated. 


Table 23 
LATIN AMERICA: VARIATIONS IN EXPORTS OF GOODS 


(Growth rates) 


Value Volume Unit value Purchasing power 
1980 1981 1982* 1980 1981 1982* 1980 1981 1982* 1980 1981 1982° 

Latin America 29.4 "7.1. .-8.7. 1.5.9" 9.4 —-O.1°°221- 21 “Re 030 eee 

Oil-exporting 
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Source: ECLA, on the basis of official information. 
Preliminary figures. 
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ec. Table 24 
c LATIN AMERICA: PRICES OF MAIN EXPORT COMMODITIES 
(Dollars at current prices) 


Annual averages Growth rates 


1970- 
1980 1978 «1979 1980 1981 1982 1978 1979 1980 1981 1982 
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Source: UNCTAD, Monthly Bulletin of Basic Commodity Prices, 1960-1980 supplements, and February 1983. International 
Monetary Fund, International Financial Statistics, 1981 Yearbook and March 1983. 

Note: Unrefined sugar, FOB Caribbean ports, for export to the free market. Coffee, mild Colombian arabiga, ex-dock New 
York. Cocoa beans, average of daily prices (futures), New York/London. Central American bananas, CIF Hamburg. 
Cotton, Mexican M 1-3/32", CIF, Northern Europe. Wool, clean, combed, United Kingdom grade 50's. Beef, frozen 
and deboned, all sources, United States ports. Fishmeal, all sources, 64-65% protein, CIF Hamburg. Wheat, United 
States, No. 2, Hard Red Winter, FOB. Maize, Argentina, CIF, Northern Sea ports. Soybeans United States, No. 2, 
yellow, bulk, CIF Rotterdam. Copper, cash prices on the London Metal Exchange. Tin, cash prices on the London Metal 
Exchange. Oil, Venezuela (Tia Juana). 

,US cents per pound. 

Dollars per metric ton. 

“Dollars per pound. 

Dollars per barrel. 


In addition, and in sharp contrast with what had happened in previous years, in 1982 the 
deterioration of the terms of trade was much more pronounced (-11%) in the oil-exporting countries 
than in the other economies of the region (-6%). 

Nevertheless, the consequences of the decline were more negative in the latter economies, since 
their terms of trade had already been falling steadily and markedly for four years. Asa result of this, in 
1982 the terms-of-trade index of the non-oil-exporting countries fell to the lowest level of the last 
half-century and the average value for the triennium 1980-1982 was considerably lower than that of 
1931-1933, the most critical period of the Great Depression. 

In the oil-exporting countries, on the other hand, although the terms of trade deteriorated 
considerably in 1982, this did not counteract the effect of the strong rises of the biennium 1979-1980. 
Consequently, in 1982 the terms of trade of these countries were higher than at any time before, with 
the sole exception of 1980 and 1981, and were three times higher than they had been in the early 
1970s, before the first series of increases in the price of oil (see table 26). 

Naturally, the evolution of the terms of trade was very different in the different countries. Thus, 
in Venezuela —where oil has always accounted for an unusually high share of total exports, so that 
the country has also benefited greatly from the two series of oil price increases between 1973 and 
1980— the terms-of-trade index was almost five times higher in 1982 than during the period 
1970-1972. In Mexico, on the other hand, where oil exports did not become important until 
after 1977 __which meant that the country only benefited from the increase 1n the international price 
of oil which took place in 1979-1980— the terms of trade were 60% higher in 1982 than in the early 


1970s (see table 27). 
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Table 25 
LATIN AMERICA: VARIATION IN IMPORTS OF GOODS, FOB 


(Growth rates) 


es pees AML S, Kinde 


Value Volume nit value 
1980 1981 1982" 1980 1981 1982" 1980 1981 19827 
nn 
Latin America 32.1 veal -20.1 12.7 1.3 -18.1 WA a, -2.5 


Oil-exporting 


i 1.1 19.7 -19.8 14.2 10.9 -18.3 14.9 eo -1.9 
“Bolivia 465 0.0 -37.5 -26.3 -1.9 -36.0 13:2 1:9 -2.3 
Ecuador 6.9 Bye) -7.6 -4.8 -13 -7.4 23 6.7 -0.3 | 
Mexico 52.9 24.9 -37.0 35.3 18.1 -37.8 13.0 Dah ee 
Peru 56.6 24.2 -4.4 BOT. 23:2 0.0 1271 0.8 -4.4 
Venezuela 8.7 13.8 6.4 -6.8 sey 12.9 16.6 11.9 -5.8 
n-oil-exportin : 
phair 4 F 32.8 -1.3 -20.4 11.3 -7.7 -17.9 19.3 6.9 -3.0 
Argentina 52.9 -12.4 -43.3 54.5 -14.5 -40.4 0.9 Za -4.9 
Brazil 27.8 -3.8 -12.2 -0.8 -13.2 -8.8 28.8 10.9 ag 
Colombia ATED 8.3 8.1 34.4 Pies: 2.0 9.8 5.9 6.0 
Costa Rica 9.4 -20.6 -25.0 -9.2 -24.7 -30.5 20.5 55 gES) 
Chile 30.5 1X) -45.4 4.7 IES -40.7 24.6 We -8.0 
EI Salvador -3.4 -0.7 -8.7 -18.7 -5.1 -13.8 18.8 4.6 6.0 
Guatemala sulk 4.6 -19.9 -11.9 0.0 -24.7 19.2 4.6 6.4 
Haiti 45.0 Wa -20.3 243 8.1 -16.2 1319 avs -4.9 
Honduras 21.8 -5.8 -24.2 Suk -10.9 -25.0 18.1 5.8 1.0 
Nicaragua 106.5 ililags -28.0 BLD TS -31.4 20.1 39 5.0 
Panama 24.7 9.4 0.0 0.9 6.3 -5.2 23.6 2:9 6.2 
Paraguay 17.0 14.4 48 -1.3 10.8 ilps. 18.5 aie Be 
Dominican Republic 33.6 =.3 -13.1 8.7 -8.8 -14.9 229) 3.8 at 
Uruguay 43.0 -4.1 -34.4 12.4 -13.5 -29.7 OME: 10.9 -6.6 


Source: ECLA, on the basis of official information. 
“Preliminary figures. 


Table 26 
LATIN AMERICA: TERMS OF TRADE (GOODS) 


(1970 = 100) 
ne I re a, nn ee 
= Waheemaaeeins Oil-exporting Non-oil-exporting 
ear countries countries 

Index Variation Index Variation Index Variation 
2S Sa a ere See Ee ee ry ey alin Rear tee rece Geos 
1970 100.0 3.4 100.0 =1.6 100.0 4.8 
OL 97.3 -2.7 113.5 135 92.9 -7.1 
1972 100.0 2.8 110.7 -2.5 97.3 4.7 
L973 113.4 13.4 140.2 26.6 107.6 10.6 
1974 13183 15.8 313.8 123.8 100.1 -7.0 
1975 113.6 -13.5 285.1 -9.1 88.1 -12.0 
1976 118.8 4.6 290.4 1.9 94.6 7.4 
1977 125.9 6.0 289.6 -0.3 104.7 10.7 
1978 Wy -10.5 252.9 -12.7 94.0 -10.2 
1979 116.7 3.5 304.0 20.2 87.7 -6.7 
1980 25 4.1 354.9 16.7 82.5 -5.9 
1981. NSIPXS) -7.4 355.8 0.3 71.8 -13.0 
1982 105.5 -6.2 3151 -11.4 67.5 -6.0 
— ee a Oe 


Source: ECLA, on the basis of official information. 


“From 1970 to 1975, includes Bolivia, Ecuador and Venezuela; from 1976 on, also includes Mexico and Peru. 
From 1976 on, excludes Mexico and Peru. 
“Preliminary figures. 
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Table 27 


LATIN AMERICA: TERMS OF TRADE (GOODS) 


4 19 Tiel 972 BA OFS 

Latin America 97.3 100.0 113.4 

3 Oil-exporting 

3 countries 

“a Bolivia 82.1 80.2 87.6 

3 Ecuador 93.6 843 92.4 

Mexico 985 2499.0) 102.0 

me Peru 90.6 785 96.6 

Z Venezuela 117.1 116.9 154.7 

 Non-oil-exporting 

countries 

< Argentina 109.0 123.2 146.2 

5 Brazil 87.4 97.7 106.9 

J Colombia 90.7 95.8 103.6 
Costa Rica 89.9 843 88.7 
Chile FR2S M20" 833 
El Salvador 93.3 99.5 106.0 
Guatemala 90.0 86.0 87.6 
Haiti 93.4 894 89.2 
Honduras 99.3 96.0 96.2 
Nicaragua 97.4 107.6 102.7 
Panama 102.3 106.8 108.9 
Paraguay 402.3.,105.2 135.1 
Dominican 
Republic 93.0 97.5 94.1 
Uruguay 99.6 116.5 153.1 


(1970 = 100) 


1974 1975 


O76 Ty, 


1978 


1979 1980 1981 1982* 


131.3 113.6 118.8 125.9 112.7 116.7 121.5 112.5 105.5 


1r 
192.0 
111.6 
135.3 
53.3 


111.0 
159.0 
105.7 
104.0 
335.3 


100.7 
85.4 
81.5 
77.9 
53.2 
87.4 
70.2 
92.8 
91.4 
79.4 
110.7 
106.1 


149.4 
75.4 


113.4 
179:2 
114.9 
108.3 
52.1 


119.8 
194.8 
122.9 
101.6 
344.6 


88.9 
92.8 
120.2 
932 
Dial 
12251. 
90.3 
97.4 
98.9 
96.8 
87.1 
110.7 


86.3 
100.8 
189.8 
pale 

oes) 
179.9 
120.4 
124.8 
114.2 
1A2eD 

82.1 
139.8 


100.2 
745 


89.5 
80.8 


121.2 
jh 
118.6 

86.8 
309.6 


799 
87.6 
150.1 
100.2 
49.8 
132.8 
114.3 
114.4 
113.8 
97.0 
diz 
123.8 


85.5 
84.7 


120.6 
2117 
132.5 
EL 7s2 
401.1 


81.1 
199 
129.6 
98.6 
53.4 
1219 
96.4 
98.2 
103.4 
91.6 
TS) 
eS 


86.6 
90.1 


143.6 
237.6 
164.3 
ile weil 
509.9 


94.2 
67.4 
126.3 
95.8 
49.0 
103.9 
93.8 
100.6 
106.4 
90.3 
76.2 
98.7 


103.2 
81.4 


139.2 
220.0 
179.6 
106.8 
513.3 


89.1 
56.1 
add 
81.6 
38.6 
90.7 
85.7 
81.9 
Oi 
85.1 
74.2 
104.8 


107.7 
74.6 


Source: ECLA, on the basis of official information. 


“Preliminary figures. 


Table 28 


LATIN AMERICA: PURCHASING POWER OF EXPORTS OF GOODS 


Latin America 


Year 

Index 
1970 100.0 
1971 98.0 
1972 107.6 
1973 135.8 
1974 166.5 
1975 136.5 
1976 150.4 
yas 168.3 
1978 168.7 
1979 202.6 
1980 229.0 
1981 226.1 
1982° 208.9 


Source: ECLA, on the basis of official information. 
“From 1970 to 1975, includes Bolivia, Ecuador and 


Variation 


4.4 
-2.0 
9.8 
26.2 
22.6 
-18.0 
10.2 
ig ee, 
0.2 
20.1 
13.0 
-1.3 
-7.6 


>From 1976 on, excludes Mexico and Peru. 


Preliminary figures. 


(1970 = 100) 
Oil-exporting 
countries* 
Index Variation 
100.0 3.8 
12 eZ 
108.9 -2.1 
151.7 39.3 
302.6 99.5 
216.2 -28.6 
2250) 3.1 
232.8 4.4 
234.7 0.8 
327.3 39.5 
411.1 25.6 
410.8 -0.1 
389.0 -5.3 


123.3 
203.5 
160.7 

93.1 
508.8 


82.2 
54.0 
110.9 
73.4 
34.4 
92.0 
Ti 
87.7 
90.4 
77.0 
67.9 
88.3 


81.6 
75.8 


Non-oil-exporting 


countries 

Index Variation 
100.0 4.6 

94.2 -5.8 
107.2 13.8 
131.3 22.5 
127.6 -2.8 
113.8 -10.8 
133.1 17.0 
L573 18.2 
156.9 -0.3 
165.5 pep) 
166.5 0.6 
161.9 -2.8 
144.8 -10.6 


Venezuela; from 1976 on, also includes Mexico and Peru. 
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The situation was radically different in the non-oil-exporting countries, among which only | 


ia enj more favourable terms of trade during 1982 than during the triennium 1970- 1972) 
Bog Salas was particularly sharp in Brazil and, above all, in Chile. In Brazil, where, since es 
around 45% of the total value of imports of goods has consisted of crude oil and petroleum by- 
products, the terms-of-trade index was 43% lower in 1982 than in the early 1970s. The decline of the 
terms of trade was even more pronounced in the case of Chile, where the abrupt and prolonged 
decline in the international price of copper reinforced the effect of the increases in the international 
prices of oil and of manufactures. Hence, the terms-of-trade index, after having fluctuated during the 
period 1975-1980 at a level around 40% lower than during the triennium 1970-1972, again dropped 
substantially over the next two years, so that in 1982 it was almost 60% lower than the average 
recorded during the first three years of the 1970s (see table 27). 
Mainly as a result of the deterioration in the terms of trade and the stagnation of the volume of 
exports, the purchasing power of external sales of goods fell by around 8% in 1982 (see table 28). 
The drop was particularly pronounced in the non-oil-exporting countries, in which the adverse 
effect of the new drop in the terms of trade was reinforced in 1982 by the contraction of the volume of 
exports which, as may be seen in figure 10, had grown’rapidly and steadily over the preceding ten 


Figure 10 
LATIN AMERICA: EVOLUTION OF SOME FOREIGN TRADE INDICATORS 
(Indexes 1970 = 100) 


Oil-exporting Non-oil-exporting 
countries> countries 


450 450 


Terms of trade (goods) 


Purchasing power of 
= exports of goods 


400 400 


eae Volume of exports of 
goods 


350 350 


300 300 


Latin America? 


250 250 


200 200 


150 


100 


100 100 


50 50 


1971 715 80 82 1971 TS 80 82 1971 us) 80 82 


Source: ECLA, on the basis of official information. 
419 countries. 


bFrom 1970 to 1975, includes Bolivia, Ecuador and Venezuela; from 1976 onwards, 
Mexico and Peru are also included. 


°From 1970 to 1975, includes 16 countries. From 1976 onwards, does not include 
Mexico and Peru. 
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ts. Having dropped sharply in 1982 and slightly the year before, the purchasing power of the 
ports of this group of countries was lower than it had been in 1977. 

4 In the oil-exporting countries, on the other hand, the fall in the purchasing power of external 
sales was due solely to the deterioration of the terms of trade, inasmuch as the quantum of exports had 
_tisen by over 9% in 1982. Nevertheless, since the purchasing power of the exports of this group of 
_ countries had risen substantially during the period 1979-1980, mainly as a result of the impressive 
_ improvement of their terms-of-trade position, their purchasing power was still very high in 1982, 
a actually 170% higher than that of the other economies of the region (see table 28 and figure 10). 


2. The balance of payments 
a) The current account 


Because the value of imports fell much more sharply than the value of exports (-20% and -9%), 
_ Latin America’s trade balance underwent a radical change in 1982. Indeed, the region as a whole, 
4 showed a surplus of US$ 9.65 billion instead of the previous year’s deficit of almost US$ 1.4 billion. 
- This turnaround was due, in particular, to the considerable changes in the trade balances of 
_ Mexico (which after having had a deficit of US$ 3.3 billion in 1981 showed a surplus of US$ 6.7 billion 
4 in 1982), Chile (which had a surplus of US$ 220 million after having had a deficit of US$ 2.6 billion in 
_ 1981) and Argentina (which increased its 1981 surplus by US$ 2 billion). On the other hand, in 1982 
the trade surplus that Venezuela had achieved in 1981 was reduced by US$ 4.1 billion and the 
Ee Brazilian surplus fell by US$ 400 million (see table 29). 

The effect which this turnaround in merchandise trade and the US$ 2.6 billion decrease in net 
payments for services in 1982 could have had on the current-account balance was largely neutralized, 
however, by a new and considerable increase in net payments for profits and interest. Despite the fact 
that the contraction of domestic economic activity had limited the transfer of profits abroad and that 
nominal interest rates on the international financial markets had fallen, payments for produts and 
interest rose from around US$ 27.3 billion in 1981 to over US$ 37 billion in 1982. Since these 
remittances had already been rising extremely rapidly since 1977, by 1982 they were four times higher 
than they had been only five years before. 

The net result of these changes was that Latin America’s current-account deficit fell by US$ 2.5 
billion. This was the first time since 1976 that the deficit had decreased and the 1982 level of US$ 36.3 
billion was much higher than it had been at any time before 1980. 

In view of the changes which took place in the trade in goods and services and in net payments 
for profits and interest, the large current-account deficits of Mexico, Chile and Argentina fell sharply 
during 1982, while Brazil’s deficit rose considerably and Colombia’s rose moderately. Also, 
Venezuela's current account underwent a radical change (see table 30). 

The sharpest change occurred in Mexico, whose current-account deficit, after having increased 
sixfold between 1977 and 1981 —when it totalled almost US$ 13 billion— dropped to US$ 2.7 billion 
in 1982. The changes were less dramatic, but also very pronounced, in Chile —which cut in half its 
substantial 1981 deficit of almost US$ 4.9 billion— and in Argentina, whose current-account deficit 
fell from US$ 4 billion in 1981 to US$ 2.4 billion in 1982. 

In Brazil, on the other hand, current transactions in 1982 produced a deficit that was US$ 4.5 
billion higher than it had been in 1981. The deterioration was even more pronounced in Venezuela, 
which after having had a surplus of US$ 4 billion in 1981, showed a negative balance of over US$ 3.4 
billon in 1982. Lis ; 

Although in absolute terms Latin America’s deficit on current account declined in 1982, its ratio 


to the total value of exports of goods and services rose slightly. This coefficient, which between 1976 


and 1980 had fluctuated between 20% and 30%, and which in 1981 had risen to 34%, rose to 35% in 
1982, thus slightly surpassing the level it had reached in 1975, at the peak of the international 
economic crisis of the mid-1970s (see table 31). 

As in previous years, the ratio between the deficit on current account and the value of external 
sales was much lower inthe group made up of the five oil-exporting countries than in the other 
economies of the-region. The coefficient also showed very different values in the different countries. 
Thus, whereas in Nicaragua it was higher than 80% and in Paraguay and Brazil it fluctuated around 
75%, it was under 20% in Venezuela and Bolivia and did not reach 10% in Mexico. In most of the 
other economies, the coefficient fluctuated between 25% and 50%. 
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As a result of the unfavourable evolution of the economies of most of the countries of the 
region, the very high external indebtedness of many of them, and the aforementioned changes on the 
world economic scene, the net flow of capital to Latin America fell sharply in 1982. In fact, the net 
inflow of external resources, which had risen steadily during the 1970s and in 1981 alone had 
increased by 50% to a record level of almost US$ 39 billion, fell to US$ 22.9 billion in 1982 (see — 
table 30). c : 

Most of this considerable contraction, however, took place in a relatively small number of : 
countries, the most dramatic case being that of Mexico, which after having received an unprecedented — 
US$ 14 billion in 1981, showed a net capital outflow of around US$ 200 million in 1982. The net — 
inflow of capital also fell dramatically in Chile, which in 1981 had also received loans and investments 
amounting to an unprecedented US$ 5 billion, but whose net inflow of external resources in 1982 
amounted to only US$ 1.25 billion. Net external financing fell much more moderately in — 
Colombia —from around US$ 2.4 billion in 1981 to somewhat over US$ 1.4 billion in 1982. The 
situation in Uruguay changed from positive to negative: after having received close to US$ 500 
million in 1981, this country showed a net outflow of US$ 330 million in 1982. On the other hand, 
during 1982, the net inflow of capital rose slightly in Brazil and substantially in Costa Rica. 

The net flow of loans and investment fell much more sharply than the current account deficit. 
Consequently, in 1982 Latin America’s balance of payments suffered a violent change. After having 
generated a slight surplus in 1981, in 1982 it showed an unprecedented negative balance of over 


b) The capital account \ 
| 
. 
| 


Table 31 
LATIN AMERICA: RELATION BETWEEN THE BALANCE-OF-PAY MENTS 
DEFICIT ON CURRENT ACCOUNT AND THE VALUE OF EXPORTS 
OF GOODS AND SERVICES“ 


(Percentages) 


1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982” 


Latin America 19.7 - 11.1 7 1710°" 34.25" 235 = 211 29:8" 923: = 26.6 334.19 350 

Oil-exporting 

countries 13.6 7.1 -10.9 20.4 22.0 29.0 40.6 14.9 74 20.9 17.0 
Bolivia 55) -0.7. -21.3 28.8 10.3 18.8 50.2 46.6 15.9 30.9 18.1 
Ecuador 235 1.9 Se DIS 2 23) 42 9m D7 23:4> 5.25 402 
Mexico 25 e009 947.8, 9 67.1 50:2° 24.0) 3303 36.9 32:7 55 9.6 
Peru 5.6 22.4 40.8 93.2 Mile 45.8 10.27 4316:2 1.6 41.9 41.6 
Venezuela 2 Sine li ee DOL 250) -3.3, 30.8 58.1 2.5 -23.8 -19.5 19.8 

Non-oil-exporting 

countries 24:3: 14,0 = 44.1-°—, 45.72 1243 — ASO 227.2 31S 45.4 2 47 ee ee 
Argentina 9.6 -18.9 a2. 050 50.Ge lA? eel pel. 245 5.8 48.3 374 257 
Brazil 39.3 32.) 87 74.3 60.4 39.3 5157-4 6257 58.8 46.1 73.9 
Colombia 18.0 5.0 20.6 5.9 -69 -12.8 -74 -10.8 12.8 46.8 50.8 
Costa Rica 29195 26.9" ©4999 36.5) 280 = 23:6. 36) 50.5 54.9 30.4 38.0 
Chile 48.1 19.7 12.9 a7a1. -5.5 21.8 37.8 26.1 33.9 88.4 48.6 
EI Salvador -2.7 1S 26.3 16.0 -2.2 -2.0 2525 -9.1 10.6 30.1 26.3 
Guatemala 2.6 -1.6 14.5 8.3 8.1 2.8 20.9 142 9.5 39.0 24.7 
Haiti 7 13.2 36.3 38.1 371 40.3 39.7 454 463 86.0 694 
Honduras 6.8 12.9 37.0 363 255 23.9 247 “244 Spall 36.4 ol 
Nicaragua -6.1°, 30:35 Gly wAs2 el LOT 48 -134 1018 1044 82.6 
Panama 30.9 29.7 3-2 25 27.8 ~23.0. 294 3465240 53 35a) 
Paraguay 8.7 13.0 26.4 38.3 29.7 LZ 27.2 40.9 50.1 66.7 78.3 
Dominican 
Republic 11.8 19.2 530) 7.8 15.8 14.2 38.1 Sule! SER 24 4 
Uruguay 13.5. _-44 ° 2732 35:98 S108 (R202 ees See ee 79 365 


Source: ECLA, on the basis of official information. 


5 Nets sage 
, Negative figures indicate balance-of-payments surplus on current account. 
Preliminary figures. 
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‘US$ 13.4 billion. Just how exceptionally high this deficit was becomes evident when it is borne in 

mind that it was six times higher than the 1980 deficit, the only other one recorded in the region since 

ast Moreover, the deterioration of the balance-of-payments situation was widespread. Whereas in 

19 1, ten of the nineteen countries studied obtained surpluses from their external operations, in 1982 

only Bolivia, Costa Rica and Peru were able to do so. 

ps The deterioration was especially pronounced in Venezuela, which after having achieved a 

surplus of US$ 2.5 billion in 1981, showed a deficit of over US$ 2.7 billion in 1982; in Mexico, whose 

surplus of almost US$ 1.1 billion in 1981 was replaced in 1982 by a negative balance of over US$ 2.9 

_ billion, and in Brazil, which had obtained a small surplus of US$ 600 million in 1981, but showed a 

_ deficit of US$ 3.5 billion in 1982. 

4 The deficits were less dramatic, but also substantial, in Colombia, whose balance of payments 

showed a deficit for the first time since 1974; in Chile, whose external operations, after having 
generated surpluses for six years in a row, closed in 1982 with a considerable deficit of almost US$ 1.2 

“f billion, and in Uruguay, whose US$ 800 million deficit was the highest of the region in relation with 

_ the value of exports. 

4 On the other hand, in 1982, Argentina, Guatemala, Haiti and Panama sharply reduced the 

deficits they had incurred in 1981. 

: The high balance-of-payments deficits of most of the countries of the region were not the only 
negative consequences of the sharp contraction of the net inflow of capital. Another negative effect 
that was quite significant was the reversal of the net transfer of real resources. Up to 1981, this 

transfer systematically favoured Latin America, since the net amount of loans and investment 
received was much higher than total net payments for interest and profits. In 1982, on the other hand, 
this ratio was radically reversed, inasmuch as net payments for interest and profits rose by almost 

US$ 10 billion, while the net inflow of capital fell by around US$ 16 billion. As a result of this twofold 
phenomenon, Latin America, which in 1981 had received a net transfer of real resources from abroad 
of over US$ 11.6 billion, had to make a net transfer abroad of almost US$ 14.3 billion in 1982. 

Although, in absolute terms, this reversal was mainly a result of the profound change in the 
ratio between the two financial flows in Mexico, Brazil, Chile and Uruguay, it was also partly due to 

_ . the deterioration of this ratio in most of the region’s economies. Thus, between, 1981 and 1982, the 

number of countries which transferred net real resources abroad rose from five to ten, while in five of 

the nine countries which continued to receive resources from abroad in 1982, the amount of such 


resources fell sharply (see table 30). 


c) International reserves 


Because Latin America’s balance of payments closed with a substantial deficit, its international 
reserves fell by almost 27% in 1982. Consequently, and despite the fact that, at the same time, the 
value of imports of goods and services fell by around 20%, the ratio between the region’s reserves and 
its total external purchases dropped to an average of 33%; this is equivalent to just over half the 
figure recorded only three years before (see tables 32 and 33). ™ 

Although the drop in reserves was widespread, it was unusually serious in Haiti (-79%), 
Mexico (-70%), Dominican Republic (-62%) and Brazil (-54%). Since these drops were 
proportionally much greater than the drop in the value of imports, the ratio between total reserves 
and total external purchases of goods and services fell sharply in the four countries. Thus, by the end 
of the year, the Dominican Republic and Mexico only had enough international reserves to finance 
one month’s worth of imports, while Brazil had the equivalent of less than two months worth of 
imports and Haiti's reserve balance was negative. 

Reserves also fell substantially in Ecuador, where they dropped by 39% after having already 
dropped by 36% in 1981; in Chile, where they dropped by over 30%, and in Uruguay, where they 
dropped by 29%. Nevertheless, because different countries had had different reserve positions 1n 
previous years, and imports had fallen at different rates in 1982,“ the reserve/import coefficients of 
these countries also differed considerably. Whereas Ecuador had reserves equivalent to less than two 


40 The value of imports of goods fell by only 8% in Ecuador, whereas it fell by 34% in Uruguay and by over 45% in Chile. 
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months’ worth of imports, Chile had enough reserves to opr over sue months siete and 
Uruguay had reserves for over ten months’ worth of ie has eT ee 
The foreign-exchange holdings of the aforementioned countries fell much less Ae a a : 
Venezuela (-10%) and in Argentina, where they fell by 12% in 1982, after having a - zs alae 
55% during the preceding biennium. Despite this, and because of the sharp reduction (- 7 Aad : 
value of imports in 1982, Argentina’s international reserves at the end of the year were equivalent 
over seven months’ worth of imports of goods and services from abroad. The ratio between eee 
and imports was practically the same as Argentina’s in Bolivia and Venezuela, and was much hig = 
in Colombia; Colombia and Uruguay were the only countries in the region which had cnvEE 
international reserves at the end of 1982 to finance over ten months’ worth of imports. 
Nevertheless, for Colombia as well as for Uruguay, this figure was the lowest of the last four years. 


Table 32 
LATIN AMERICA: EVOLUTION OF OFFICIAL INTERNATIONAL RESERVES’ 
(Millions of dollars) 


End-year balances Growth rates 
1979 1980 1981 1982 1980 1981 1982 
Latin America 51151 53366 46563 34208 4.3 -12.7 -26.5 
Oil-exporting 
countries 18 309 21703 20429 15 476 18.5 -5.9 -24.2 
Bolivia 469 478 369 466 Le -22.8 26.3 
Ecuador 910 1259 802 488 38.4 -36.3 -39.2 
Mexico 2 839 4 187 4 999 1 530 47.5 19.4 -69.5 
Peru 1 556 2857 1 395 1319 51.5 -40.8 -5.4 
Venezuela 12 535 13 422 12 864 = 11 673 vie -4.2 -9.3 
Non-oil-exporting 
countries 32842 831663 =26 134 ~=— 18 732 -3.6 -17.5 -28.3 
Argentina 11 378 9 320 5 061 4 449 -18.1 -45.7 -12.1 
Brazil 9 740 6 887 7 506 3 445 -23.3 9.0 -54.1 
Colombia 4 898 6 489 6 181 5 558 32.5 -4.7 -10.1 
Costa Rica 101 141 40 156 39.6 -71.6 290.0 
Chile 2 453 4014 3 862 2 570 63.6 -3.8 -33.4 
E] Salvador ya 378 240 pai | Lg -36.5 -3.8 
Guatemala 934 756 253 239 -19.1 -66.5 -5.5 
Haiti 55 5 -6 -35 -91.0 - - 
Honduras 215 145 70 15 -32.6 -51.7 -78.6 
Nicaragua se = st Be ate Be a 
Panama UL. 94 26 17 2201 -72.3 -34.6 
Paraguay 625 783 820 699 23.3 4.7 -14.8 
Dominican Republic 166 231 260 98 39.2 12.6 -62.3 
Uruguay 1 829 2 420 1 821 1 290 32.3 -24.8 “292 


Source: International Monetary Fund, International Financial Statistics. 
“Foreign exchange plus monetary gold valued at London prices per refined ounce minus the use of IMF credit. 


*‘It should be noted, however, that because a high proportion of Uruguay's reserves consists of gold, this figure 
considerably overestimates the manoeuvring room of the economic authorities. In fact, when monetary gold is excluded, it 
appears that Uruguay's reserves fell by 73% in 1982 and that at the end of the year, they were equivalent to only one months’ 
worth of imports. 

“By contrast with the situation in Uruguay, gold reserves were not a significant component of Colombia's reserves. 
Because of this, it had enough foreign exchange available to finance seven months’ worth of imports. 
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ras TAV 59 ge Ne ais 125 119 103 86 

: . nlm SS Seyee OR 9 3 15 

ars. 10 -6 9 47 57 44 47 

vado ee amma 24 26 30 32 21 2 

on 46 42 52 52 39 13 15 

‘Haiti = 18 5 5 17 1 =i Sy 

— Honduras ~ 14 17 27 23 13 ? 2 
_ Nicaragua 26 18 18 he 

Panama i il 2 6 6 1 1 

_ Paraguay . ‘ 36 4l 62 85 93 84 =) 

Dominican Republic 16 13 14 11 12 14 6 

Uruguay 108 78 78 122 113 88 85 


_ Source: ECLA, on the basis of table 32 and of official information. — 


 *Preliminary figures. 
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3. The external debt*® 


_ The growth rate of Latin America’s external debt fell sharply in 1982. Asa result of the sharp decline 


A 


in the net inflow of capital, the region’s gross external debt disbursed rose by 11.5% in 1982; this was 


equivalent to only half the 23% recorded, on average, between 1977 and 1981. The attenuation of the 


rate of increase of external indebtedness was particularly pronounced in the oil-exporting countries, 


whose overall debt rose less than that of the other countries of the region for the first time since 1978 
(see table 34). 

Despite this, and mainly as a result of the extraordinary increase in the external debt in 
persistence of high interest rates on the international financial markets, 
ernal indebtedness again deteriorated. Thus, in 1982, the service of the 
payments, was equivalent to two-thirds of the total 
value of exports of goods and services, while only five years before it has been equivalent to somewhat 

over one-third of such exports (see table 35). The increase in the burden represented by the service of 
the debt was even greater in the non-oil-exporting countries, which, taken as a whole, had to allocate 
85% of their export revenues to amortization and interest payments in 1982, while in 1977 these 


payments had amounted to less than 40% of export revenues.“ 


preceding years and of the 
the various indicators of ext 
debt, i.e., the value of amortization and interest 


re used, the figures on external indebtedness considered in this section 


43 Because many different information sources we 
he chapters on the economic evolution of individual countries, in Part 


do not necessarily coincide with those which appear int 
Three of this Survey, 

44These figures represent a tremendous 
financing, particularly in view of the fact th 
payments were included, the debt-service coe 


sacrifice as regards the management of the balance of payments and external 


at they do not cover amortization payments on the short-term debt. If these 


fficient for this group of countries would be over 100%. 
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1 ich in a way is the best indicator 

ne ratio between interest payments and export revenues, which in a way is t _ 

of ied the burden of servicing the debt is, ae Pee on rs ie angred ere 

circumstances, debt amortization payments are refinance re ey stem nate ris 

banks amd when circumstances worsen notably, such paynrents re ators fis ee : st Paene 

such guarantee of renewal with respect to interest payments. | ver ay =e a : poate: ie 

i interest payments will have risen at a dizzying rate —from : 

as ere er in 1982. Because of this, and despite the = ae exports fee! 

considerably during that time, the ratio between interest payments and the va = 4 ers eae l 

the unprecedented figure of around 37% in 1982, triple that of only five years before or ab. oe 

These regional averages actually cover the significant differences which exist in this er a 

in many others, among the situations of individual Latin American countries. Thus, as arti ee : 
table 36, in 1982 interest payments represented very low percentages of the exports of Haiti (2% 


and Guatemala (8%), but extremely high proportions in economies as different as those of Nicaragua 


(32%), Mexico (37%), Bolivia (409%), Costa Rica (43%), Argentina (45%), Chile (47 %) and, above 
all, Brazil (57%). 


Table 34 
LATIN AMERICA: GROSS DISBURSED EXTERNAL DEBT” 


End-year balance, in millions of dollars Growth rates 
~1977-~«1978+~—S=«d1979~S=«C98D~S=—«aBL~Sséd1:982”-'1980 1981 1982” 
Latin America 105 221 133624 166577 204311 242548 270350 22.7 18.7 11.5 
-exportin 
Blac - 47441 58969 74279 91851 111309 123800 23.7) 21.2 11.2 
Bolivia 1 633 25097 2 585 2 442 2 621 2 800 55 13 6.8 
Ecuador PENS 3 268 3 754 4 798 125: 6200 27:58 5199 vey, 
Mexico 26 583 30084 37 746... 50216. ..66329 . 75 000. 33.09 aa2 ee 
Peru 6 260 piles) 7 116 7 901 8 227 9800 11.0 41 19.1 
Venezuela 10812. 16385 23078 26494 28377 30000 148 7.1 BS 
Non-oil-exporting 
countries 57 780 74655 92298 112 460 131239 146550 21.8 16.7. 11.7 
Argentina 8-210 | @11-193.:> 18: 299 ~) 24543«: 29 Al7om 31900) 13445 499 8.4 
Brazil 32 738 42.945 48991... 57 262 ..65;001.2. 73:000, s. 16-95.5.13.5 coals 
Colombia 3 892 4 454 5 985 7 310 8 380 D100 22.19 214.6 8.6 
Costa Rica 1 030 1 289 1 690 2 124 2 276 2100" “25.7 7.2, -A8iG 
Chile 4 899 6 120 7 491 9544 12446 13600 27.4 304 95 
E] Salvador 559 791 798 846 980 150 COMEIRS Sma 
Guatemala 603 780 983 1 120 1 133 1350 13.9 12+ 92 
Haiti 158 191 226 269 326 200° 1908521 25-5504 
Honduras 726 958 1 130 1 303 1514 750 15.3 IG Bae 
Nicaragua 1 300 1 426 1 453 1 660 2 035 2'250°° 14.2 | 22'6- FG 
Panama’ 1 501 2 190 29718 2 701 3 000 3, 300 13.6)) « Lishey 36g 
Paraguay 329 503 TOR) 919 1119 1 300. .. 264.218. 162 
Dominican 
Republic 862 992 1 170 1 548 1 811 2 150° “3232517. Sener 
Uruguay s Ee 823 sei Oper Leewial 1 801 2 300° 27.7 0574 ee 


Source: ECLA, on the basis of World Bank, World Debt Tables: External Debt of Developing Countries, 1981-1983, edition, 
provisional figures; Inter-American Development Bank, External Public Debt of the Latin American Countries, July 
1981; Bank for International Settlements, The Maturity Distribution of International Bank Lending, July 1978, July 
1979, July 1980, July 1981 and July 1982; IMF, International Financial Statistics, Volume XXXIV, August 1981; 
OECD, Development Co-operation, 1977 Review, 1978 Review and OECD, Geographical Distribution of Financial 
Flows to Developing Countries, Paris, 1980. 

“In addition to public and State-guaranteed private external debt, includes unguaranteed long and short-term debt with 
financial institutions supplying data to the Bank for International Settlements. Does not include guaranteed and 
unguaranteed debt with other commercial banks or suppliers’ credit without official guarantee. 

Provisional estimates by ECLA, based on the estimated movement of items pertaining to the balance of payments. For this 

_feason, these estimates may not be the same as those given for the total external debt of some countries. 


Because it is an international financial centre, these figures do not include the short-term or unguaranteed debt with financial 
institutions. 
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. Baya * sepensy Haan s5igges SEG tt 0 
ices ee CINE LU RD OT TI MEMO * 
Myer ere) peer) Pex? . 
Percentages 
iL DL ’ 68 73 85 104 oo" 
xporting countries of 73 88 12. = 
= Yon-oil-exporting countries 76 mig: 82 100 = - 
_ DS/DIS _ ; ea 61 68 75 oF 141 
_ Oil-exporting countries is 56 61 63 et es 
_ Non-oil-exporting countries as 63 74 83 es, ie 
.  DS/X es 34 46 45 41 48 66 
Oil-exporting countries 28 38 40 30 34 48 
__ Non-oil-exporting countries 38 D1 49 52 62 85 
Vx > 12 16 17 20 26 37 
Oil-exporting countries ‘ 13 16 16 17 22 30 
= _Non-oil-exporting countries 12 15 19 23 31 43 
_ GGD/X 189 218 203 194 213 261 
__ Oil-exporting countries 212 255 199 176 195 232 
__— Non-oil-exporting countries 173 208 207 208 232 291 
_ GGD/GDP 24 26 29 30 32 36 
_ Oil-exporting countries 28 30 33 35 36 40 
__Non-oil-exporting countries 21 24 26 ZA 30 33 


See een ee eee 
~ Source: ECLA, on the basis of World Bank, World Debt Tables, 1982-1983 edition; International Monetary Fund, Balance of 
Payments Yearbook, and official information from the countries. 

“Provisional estimates by ECLA. 
’The symbols used denote the following: 

SD: Service of the debt. 

ML DIS: Medium and long-term disbursements. 
DIS: Short, medium and long-term loan disbursements. 


X: Exports of goods and services. 
I: Gross interest on short, medium and long-term debt. 


__ GDP: Gross domestic product. 
GGD: Gross global disbursed debt. 


n America’s external debt, as well as some of its special 
Iso reflected in the levels and the systematic increases in 
one hand, and the ratio between the debt and the gross 


The excessively rapid growth of Lati 
features in the international context, were a 
the ratio between the debt and exports, on the 


domestic product, on the other. 
er coefficient rose steadily from under 24% in 1977 to around 


For the region as a whole, the latt 
36% in 1982, while during the same period, the ratio between the debt and exports rose, also steadily, 
from 189% to 261%. Although the debt/ product coefficient was high, the debt/export coefficient 


was much higher by comparison with the comparable figures for the semi-industrialized countries of 
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other continents. For example, whereas the debt/ product coefficient for Hie Ee 
slightly lower (32%) than the average for Latin America, the ee or nae Dat | pase 
equivalent to just over one-fourth of the average for Latin America. This tremen ae : r . 
suggests that the relative over-indebtedness of Latin America has been — ote saoect oe = 
its openness to the exterior than with respect to its productive capacity. In ot ner words, th ee 101 
the debt is much heavier with respect to the region's potential for Saeneteecns income into foreign 
exchange than it is with respect to its capacity for generating income. ; — 

In this area also, however, there are considerable differences among the a : 
the region. Thus, in 1982 some countries, such as Bolivia, Costa Rica, Argentina and Chile, had ahigh — | 
degree of indebtedness, both with respect to the product and with respect to exports. In this group, 
the extreme example was that of Nicaragua, whose external debt was somewhat higher than its gross | 
domestic product and more than five times greater than the value of its exports (see tables 37 and 38). | 
The situation in Colombia and Guatemala was very different, as these countries external debts were 
equivalent to less than one-fifth of their product and represented an even lower share of their exports 
than the regional average. Venezuela's position was also different; after Nicaragua, it had the highest | 
debt/ product ratio of the region, and, except for Guatemala and El Salvador, the lowest debt/ export 
coefficient. Brazil was at the opposite extreme from Venezuela, as it had a very high debt /export ratio 
and a very low debt/product coefficient. Finally, the figures for countries such as Mexico and Peru 
were quite close to the regional average with respect to both coefficients. 


Table 36 


LATIN AMERICA: RELATION BETWEEN TOTAL INTEREST PAYMENTS 
AND EXPORTS OF GOODS AND SERVICES‘ 


(Percentages) 

1977 1978 1979 1980 1981 1982” 
Latin America 12.4 15.5 17.4 19.9 26.4 36.6 
Oi!-exporting countries 13.0 16.0 er 16.5 22S 30.3 
Bolivia 9.9 Sy 7/ 18.1 24.5 35.5 40.1 
Ecuador 48 10.3 13.6 18.2 24.3 29.3 
Mexico 25.4 24.0 24.8 23.1 28.7 36.8 
Peru 17.9 Dah Os 14.7 16.0 21.8 22.8 
Venezuela 4.0 ioe 69 8.1 12,7 20.9 

Non-oil-exporting 
countries 11.9 155 18.8 23.3 31.3 43.2 
Argentina 7.6 9.6 12.8 22.0 31.7 44.9 
Brazil 18.9 24.5 51 34.1 40.4 57.0 
Colombia 74 oan 10.1 3 21.6 227 
Costa Rica Tea) 9.9 12.8 18.0 25.5 42.5 
Chile 1327, 17.0 16.5 19.3 34.6 47.2 
El Salvador 2.9 5.1 5.3 6.5 ie) a 
Guatemala 2.4 3.6 al 5.3 qT 7.6 
Haiti 2.3 2.8 S15) 2.0 3.2 25, 
Honduras ihe 8.2 8.6 10.6 14.5 225 
Nicaragua 7.0 9.3 97 Lip 15.5 31.7 
Panama - = = x fs _ 
Paraguay 6.7 8.5 10.7 14.3 19 18.9 
Dominican Republic 8.8 14.0 14.4 14.7 10.5 17.2 
Uruguay 9.8 10.4 9.0 11.0 13.1 29H 


Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official 
information. 


a d 2 
Interest payments include those corresponding to the short-term debt. 
Preliminary figures. 


“This crucial difference is also evident on the international scene from the fact that Latin America's debt service 


coefficient is three times higher than that of the Asian countries that have large bank debts. See: Morgan Guaranty Trust Co., 
World Financial Markets, February 1983, p. 5. 
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- Dominican Republic 
_ Uruguay 


meaty estimates by ECLA. 


LATIN AMERICA: RELATION BETWEEN THE GROSS GLOBAL DISBURSED 


Source: ECLA, on the basis of table 34 and official information. 


Table 38 


EXTERNAL DEBT AND THE GROSS DOMESTIC PRODUCT 


_ Latin America 


_ Oil-exporting countries 


* 


Fae SSE ENE AD eee 


Bolivia 


~ Ecuador 


Mexico 
Peru 
Venezuela 


_ Non-oil-exporting 
_ countries 


Argentina 
Brazil 
Colombia 
Costa Rica 
Chile 

El Salvador 
Guatemala 
Haiti 
Honduras 
Nicaragua 
Panama 
Paraguay 
Dominican Republic 
Uruguay 


1977 


23.6 


27.8 
53.0 
28.2 
23.4 
36.9 
> 


20.9 
14.7 


(Percentages) 
1978 i979 
26.5 28.5 
30.2 32.8 
61.3 68.4 
374 37.6 
22.8 24.1 
39.3 34.6 
49.8 63.9 
24.1 7B) 
19.4 1) 
Ze), 25.3 
13.8 16.3 
37.3 42.9 
374 38.9 
20.8 197, 
12.6 14.0 
15.0 15.6 
50.8 Suey 
v je Fe 94.8 
68.5 64.0 
18.8 22.6 
20.0 20.7 
13.4 14.0 


Source: ECLA, on the basis of table 34 and official information. 


“Preliminary figures. 


1980 


30.2 


34.9 
58.7 
42.0 
alfelt 
55.9 
68.0 


Be: 
52:9 
Zn 
Ly 
49.1 
42.1 
20 
14.1 
16.2 
Dae 
90.0 
63.4 
BND) 
23.8 
15.8 


1981 


1982* 
35.6 
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Part Two 


EXCHANGE POLICIES AND THE PROCESS OF RENEGOTIATION 
> OF FOREIGN DEBT 


- 
As noted above, during 1982 the balance-of-payments current account of most Latin American 
countries was affected simultaneously by the deterioration of the terms of trade, the stagnation of the 
_ volume of exports and the considerable increase in net transfers abroad for interest and profits. At the 
__ same time, the net inflow of capital fell sharply, forcing the countries to finance a considerable part of 
_ their current-account deficit by dipping into their international reserves. 
Under these circumstances, in 1982 the economic authorities of many countries of the region 
_ put underway adjustment programmes aimed at reducing the external disequilibrium or extended the 
application of policies they had initiated in 1981 for the same purpose. In most cases, a drastic rise in 
the exchange rate and the introduction of substantial changes in exchange regulations were central 
elements of the adjustment programmes. Also, in most cases, in addition to putting underway 
adjustment policies, the authorities began negotiations with the international commercial banks and 
with the International Monetary Fund concerning the rescheduling of payments for the service of the 
~ external debt in order to alleviate the balance-of-payments situation, which might otherwise have 
become untenable. 
Because these policies were so important and were so widely applied, this part of the Survey 
presents a discussion, firstly, of the main modifications introduced in 1982 in exchange parities and 
systems, and, secondly, the basic features of the foreign debt renegotiation process. 


I. EXCHANGE POLICIES 


Two things characterized exchange policies in 1982. The first was the fact that a large number of 
countries in the region experienced sharp devaluations; the second was the fact that several of these 
countries made substantial changes in their exchange systems which usually tended to make them 
more complex. 

Both phenomena were concentrated in the countries that followed two of the four exchange 
policies which could be observed in Latin America up to 1981. These policies, in turn, were closely 
related to the different experiences the countries had had with inflation (see table 39). 

The first of these policies was that of maintaining a fixed exchange rate with respect to the 
dollar; the second consisted of generally maintaining a stable exchange rate with respect to the dollar 
but occasionally enacting devaluations; the third was that of constantly but gradually raising the 
exchange parity with a view to maintaining a stable real exchange rate; the last was that of 
announcing devaluations in advance so that the exchange rate rose periodically according to a pre- 
established pattern. : , 

As may be seen in table 39, four Central American countries, two Caribbean countries and 
Venezuela followed the first of these policies. In most of them, the parity with the dollar had 
remained virtually unchanged during the entire postwar period, these countries had had the lowest 
inflation rates of the region, very similar to the international inflation rates. 

The second policy was applied in six countries which had had several devaluations over the last 


30 years but had then returned to a fixed-exchange-rate policy.*° Inflation had been low in all these 


46Thus, Bolivia, after having maintained a fixed exchange rate during the entire decade of the 1960s, enacted a 
devaluation in 1972 and again maintained a stable exchange rate up to 1979. Costa Rica and Ecuador applied the same policy 
and enacted devaluations in 1961 and 1974 and in 1961 and 1970, respectively. Mexico did likewise; after having devalued the 
peso in 1954, it maintained a perfectly stable exchange rate up to 1976. Finally, during the period between 1950 sn Bo 
Nicaragua only enacted devaluations in 1958 and 1979, while Paraguay only raised the exchange rate in 1959 an 1960. 
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countries during the 1960s but the inflationary process had accelerated, for different reasons, durin, 
the 1970s, forcing some of them to enact devaluations in order to regain their internationa 
competitiveness. Nevertheless, even during the latter period, the average rate of increase of domestic 
prices had been lower than the regional average. 


Brazil, Colombia and Peru, on the other hand, followed a policy of gradual and periodical - 


devaluations.*” In these three countries, the rate of increase of the exchange rate was set by the 
economic authorities, mainly on the basis of the difference between the domestic and international — 


inflation rates and the inflation rate had been quite high (between 22% and 37% per year) during the | 


| 


1970s. | 
Finally, from the late 1970s onwards, Argentina, Chile and Uruguay applied a policy of pre- _ 


announced devaluations, the main purpose of which was to help lower their extremely high inflation 
rates, in order to bring them in line with the international rate of inflation and then establish a fixed 
exchange rate. In early 1982, in fact, Chile had achieved both goals. 


1. Devaluations 


In 1982 there were significant devaluations in 10 of the 19 countries considered in this Survey (see 
table 40). In four of them, the exchange rate rose by 190% or more between December 1981 and 
December 1982. The greatest devaluation took place in Bolivia, where the exchange parity had 
remained stable since 1979 but then rose dramatically, by 700%. In Argentina, the exchange rate rose 
by 385%, thus exceeding the large increase already recorded in 1981. The exchange parity also rose 
sharply in Mexico (205 %), as a result of the heavy devaluations of February and December, and it also 
increased threefold in Uruguay, where in November the economic authorities abandoned their policy 
of pre-announced devaluations and allowed the peso to float freely. 


Table 39 
LATIN AMERICA: EXCHANGE POLICIES AND INFLATION 


Average annual inflation (percentage) 


1960-1970 1970-1980 
I. Fixed exchange rate 
El Salvador 0.5 11.0 
Guatemala 0.3 10.0 
Haiti 4.0 9.0 
Honduras 3.0 9.0 
Panama 2.0 7.0 
Dominican Republic 2.0 9.0 
Venezuela 1.0 12.0 
Il. Fixed exchange rate with occasional devaluations 
Bolivia 3.0 22.0 
Costa Rica 2.0 15.0 
Ecuador 6.0 140 
Mexico 40 19.0 
Nicaragua 2.0 13.0 
Paraguay 3.0 12.0 
Ill. Period devaluations 
Brazil 
Colombia Oe aye 
Peru 11.0 31.0 
IV. Pre-announced devaluations 

Argentina 22.0 130.0 
Ve 33.0 200.0 

ruguay 51.0 62.0 


Source: ECLA, on the basis of official information. 


“Brazil and Colombia adopted this policy in the mid-1960s, as did Chile, which abandoned it in 1970. Peru began to 
follow it systematically from 1978 onwards. 
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: ae Table 40 
LATIN AMERICA: MAJOR DEVALUATIONS IN 1980-1982 


Percentage variation in exchange rate 


ange policy Nominal’ Real 
1980 1981 1982 1980 1981 1982 
Fixed exchange rate with 
ato devalulations 
* livia - - 700 -6 
ne f -26 74 
_ Costa Rica - 320 12 -8 60 -18 
_ Ecuador . be 33 i 6 J 
Mexico 2 12 205 -8 -9 40 
_ Periodic devaluations 
Brazil 54 95 96 14 2115) -4 
Colombia 16 16 is 1 -6 -] 
= Peru 36 48 95 = -14 =| 
- Pre-announced devaluations 
Argentina 23 347 385 -10 26 30 
Chile - - 86 -16 -10 17 
Uruguay 18 16 190 -4 -4 16 


“Source: ECLA, on the basis of information supplied by the International Monetary Fund. 
Nominal December-to-December variation in exchange rate. 
Average variation in real effective exchange rate. 


In three other countries —Brazil, Chile and Peru— the exchange rate almost doubled. Finally, 
in 1982 there were significant —though much lower than those just mentioned— devaluations in 
Ecuador, where the exchange rate rose by 33% after twelve years of complete stability, in Colombia, 
whose economic authorities devalued the peso at an annual rate of 19%, slightly more than during the 
two preceding years; and in Costa Rica, where the exchange rate rose by 12% after having increased 
fourfold during the previous year. 

Both because of the great differences between the inflation rates which prevailed before and 
after the devaluations, and because of the different points during the year 1982 at which the increases 
in the exchange rates of the various countries were enacted, there was not much relationship between 
the magnitude of the nominal increase in the exchange rate and the average variation in the real 
effective exchange rate** (see table 40). 

The greatest increases in the real effective exchange rate occurred in Bolivia (74%) and Mexico 
(40%) which, as mentioned above, enacted sharp devaluations in 1982. On the other hand, in 
Argentina —whose already high rate of inflation tended to accelerate in 1982— the nominal 
devaluation of 385% only raised the effective exchange rate by 30%, a rate that was much lower than 
that achieved by Mexico with a nominal devaluation of 205 %. For the same reasons, even though the 
nominal exchange parity almost doubled in Brazil and Peru, these countries were not able even to 
maintain the real effective exchange rate. The real effective exchange rate rose by 17 %, however, in 
Chile, despite the fact that in that country the nominal exchange rate rose less than in Brazil or Peru. 

Although there was no systematic relationship between the magnitude of the nominal 
devaluation and the increase in the real exchange rate, it should be noted that over the short term (one 
year), considerable increases in the real exchange rate were achieved through the modification of 
nominal parities; this was the case in Costa Rica in 1981 and in Bolivia, Mexico and Argentina in 


48 The real effective exchange rate was calculated by adjusting the nominal exchange rates between the currency of the 


country considered and the currencies of its main trading partners by the relevant relative inflation indexes. In estimating the 
latter, account was taken of the domestic wholesale price index (which measures variations in prices of tradeable goods more 
adequately than the consumer price index) and the wholesale price indexes of the main trading partners (which measure the 

eal effective exchange rate was calculated by comparing the annual 


relevant international inflation). The variation in the r late 
averages of same. This variation may be very different from the December-to-December variation, depending on when the 


devaluations were enacted. 
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1982. It is also evident, however, that as time goes on, the real effects of devaluation tend to be 
reduced, at least if no new devaluations are implemented. The recent experience of Costa Rica clearly 
illustrates this process. In that country, as may be seen in figure 11, the tremendous devaluation of 
320% which took place during 1981 led, during that same year, to a very high increase (60%) in the 
real exchange rate. In 1982, however, when inflation increased and the rate of devaluation was 
considerably moderated, half of the increase in the real exchange rate that had been achieved in 1981 
was lost. saa 

Moreover, as shown clearly in figures 11 and 12, the most significant changes in real exchange 
rates occurred in 1981 and 1982 in the countries whose policy was to have a fixed exchange rate and 
occasional devaluations —e.g., Costa Rica in 1981 and Bolivia and Mexico in 1982— or who followed 
a policy of pre-announced devaluations —e.g., Argentina in 1981 and 1982, and Chile and Uruguay in 
1982. In marked contrast with these, the three countries that followed a policy of frequent and gradual 
devaluations achieved a much greater degree of real exchange stability; this was particularly evident 
in Brazil and Peru, where the real effective exchange rate changed very little in 1982, despite the fact 
that in both countries the nominal exchange rate almost doubled. 


2. Modification of exchange systems 


The year 1982 brought with it not only sharp devaluations but also substantial modifications in the 
exchange systems themselves. Thus, as shown in figure 13, countries such as Argentina, Bolivia, Chile 
and Mexico, which began 1982 with a single exchange rate, introduced during the course of the year, 
multiple exchange systems which sometimes even provided for up to three different official rates and 
repeatedly changed the criteria for establishing the level and coverage of these rates. 


a) Argentina 


At the end of 1981, and after five months during which there had been two official exchange 
rates, the economic authorities unified the exchange areas and allowed a controlled floating of the 
peso. 

At the beginning of July, however, after the conflict in the South Atlantic and in the face of 
serious foreign debt problems, the authorities enacted a maxi-devaluation and re-established a system 
of multiple exchange rates. This included a rate for commercial transactions —set initially at a level 
that was 28% higher than the rate which had been in force up to then and subject to gradual 
adjustments based on the difference between domestic and external inflation— and a free rate for 
financial transactions, which initially ranged around a level that was 125% higher than the previous 
one (see table 41). 

This system lasted two months, inasmuch as in September, in addition to enacting a further 
maxi-devaluation of the commercial exchange rate, the authorities abandoned the system of allowing 
the financial rate to float freely. They fixed the financial rate at a level 45% higher than the 
commercial rate and at the same time established that 15% of all import and export operations 
should be liquidated at the financial exchange rate. 

Finally, at the end of October, the two exchange rates were merged to the level of the financial 
rate and the authorities decided that the new single exchange rate would be adjusted periodically, 


taking into account the difference between the rate of increase of domestic prices and that of external 
inflation. 


b) Bolivia 


The exchange rate had remained fixed at a level of 24.5 pesos per dollar since the end of 1979. 
This and the rapid acceleration of inflation over the next two years produced a lag (of around 30%) in 
the exchange rate, and the effective rate fell in 1981 to its lowest level of at least the last eleven years 
(see table 42). 

Under these circumstances, in early February the authorities decided to raise the exchange rate 
to 43 pesos per dollar and at the end of March they established a system of multiple exchange rates. 
This included a fixed official rate at which exporters were required to liquidate 40% of their foreign 
exchange, and a free rate for most other transactions. The free rate rose almost immediately to a level 
that was almost 100% higher than the official rate. 
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Figure 11 


ANNUAL EVOLUTION OF REAL EFFECTIVE EXCHANGE RATE INDEXES 


ACCORDING TO EXCHANGE SYSTEM? 
(1980 = 100) 


Fixed exchange rate with occasional devaluations 


A 
IN 
Costa Rica J \ 


Periodic devaluations 
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Source: ECLA, on the basis of information from the International Monetary 
Fund (IMF). 
aThe real effective exchange rate index for imports was used. 
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aThe real effective exchange rate index for imports was used. 


eat J Figure 13 
CHANGES IN EXCHANGE SYSTEMS OF FOUR LATIN AMERICAN COUNTRIES 
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Source: ECLA, on the basis of official information. 

Symbols: C= Controlled rate. 
S = Special rate applicable only to the payment of certain debts. 
F = Financial rate. 
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frtivnnintxing Table 42 


LATIN AMERICA: INDEXES OF EFFECTIVE REAL EXCHANGE 
IN SELECTED COUNTRIES’ aes 


(1980 = 100) 


Argentina Bolivia Brazil Colombia Ric - Chile Ecuador Mexico Peru Uruguay 


144.6 93.8 61.6 118.2 1173 133.2 128.2 105.4 "h 110 

1372 D2 62.9 120.0 1139 122.4 128.2 105.4 oe ne 
TaO.d 108.3 65.5 120.9 115.0 128.4 125.4 108.8 74.1 125.6 
148.5 146.4 69.0 119.9 115.8 142.8 127.0 107.9 79.1 107.5 
126.9 104.9 74.5 113.7 117.7 124.5 118.9 104.4 82.1 103.6 
194.1 OF 76.0 118.9 HS7 133.4 110.3 103.2 1641953 
279 105.6 Jour 112.6 110.5 116.0 103.8 108.5 81.1 127.1 
164.9 102.8 73.8 102.0 W19 112.4 98.5 120.0 90.4 126.1 
148.8 106.6 iat 103.3 114.3 130.2 97.6 114.4 TSOm 229 
TILE7 106.2 87.6 99.0 109.1 116.4 Sb 109.1 107.1 103.9 
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
125.8 ew! 84.8 93.5 160.4 89.8 93.4 90.8 85.7 95.8 
163.2 128.5 81.6 87.3 131.4 105.1 99:9 127.5 85.3 110.8 


Source: ECLA, on the basis of information supplied by the International Monetary Fund. 
Average real effective exchange rate indexes for exports and imports. In deflating, the wholesale price was used, except in the 


~ case of Bolivia, for which the consumer price was used. For a detailed explanation of the methodology used, see Economic 


Survey of Latin America, 1981, Part III. 


Between March and October, the free rate rose from 80 to 225 pesos per dollar, while the 
controlled rate remained at 43 pesos. The two rates were merged in early November by the new 
economic authorities, who established a single fixed exchange rate of 200 pesos per dollar. 


c) Chile 


At the beginning of 1982, there was a single exchange rate which had remained constant at 39 
pesos per dollar since June 1979. As the inflationary process continued, however, the real effective 
exchange rate fell during the period 1979-1981 by around 30%. This substantial exchange lag 
contributed towards generation of a growing deficit on the current account and seriously reduced the 
international competitiveness of the Chilean economy. The authorities dealt with this problem by 
trying to keep the domestic inflation rate lower than the international inflation rate. Despite the fact 
that during the first half of 1982, domestic inflation was indeed slightly lower than international 
inflation, there was very little improvement in the competitive position of Chile because of the 
magnitude of the cumulative lag in the exchange rate. At the same time, economic activity began to 
decline sharply and unemployment rose to unprecedented levels. 

Under such circumstances, the economic authorities decided in mid-June to raise the exchange 
rate by 18% and at the same time announced that during the following twelve months the exchange 
rate would rise daily at a monthly rate of 0.8%. 

Nevertheless, because it was impossible to apply a policy of monetary expansion aimed at 
reactivating the economy —because of the uncertainty and the considerable financial openness which 
prevailed, such a policy could have brought about a drop in international reserves— the authorities 
decided, at the beginning of August, to allow the peso to float freely. The exchange rate then rose 
immediately to 60 pesos: Because this sudden increase in exchange rates led to an atmosphere of 
uncertainty and mistrust, the government intervened in the market a few days later and thus the float 
became a “dirty” one. In addition, at the end of August the authorities established a preferential 
exchange rate of 50 pesos per dollar for those who had debts in foreign currency, 1n order to reduce the 
sharp increase in the cost of servicing the external debt that the devaluation would have entailed for 
them. With the creation of this new rate, w 
inflation, a system of multiple exchange rates was established. 

Only one month later, the exchange policy was again changed. Because of the loss of reserves 
resulting from the Central Bank's intervention on the exchange market and the fact that, despite that 


hich in future was to be readjusted on the basis of domestic 
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intervention, the exchange rate continued to rise, there was an atmosphere of uncertainty among 
Sane agents; thus, a authorities decided, at the end of Septe ber, to abandon i poly 
allowing the peso to float and established a reference exchange rate. This was fixed initially at 66 
pesos per dollar and it was to be readjusted daily according to the difference between domestic and 
external inflation. At the same time, the Central Bank undertook to sell and purchase foreign 


currencies at prices that could fluctuate by up to 2% around the reference exchange rate. 


d) Mexico 
After the major devaluation of 1976,.when the exchange rate rose by 60%, it stabilized at 
around 22 pesos per dollar and remained practically unchanged up to the end of 1980. From the last 
quarter of 1980 up to the beginning of 1982, the economic authorities began to raise the parity 
gradually, at a rate of approximately 1% per month. ane 

Nevertheless, from the beginning of 1981 onwards, partly as a result of the extraordinary 
increase in the current-account deficit, the net inflow of loans and investment fell and an outflow of 
short-term capital began. International reserves fell again at the beginning of 1982 andin February ~ 
the Bank of Mexico withdrew from the exchange market, allowing the peso to find its own level. Asa 
result of this, the exchange rate rose immediately from 27 to 45 pesos per dollar. 

Two months later, the authorities again fixed the exchange rate, this time 46 pesos per dollar, at 
the same time, however, announced that in future it would rise-daily at a monthly rate of 2%. 

Nevertheless, international reserves continued to fall, partly because the wage readjustments 
enacted during the first quarter of the year largely neutralized the effect of the devaluation and 
increased inflationary expectations and partly because there was a lack of confidence in the peso. 
Thus, at the beginning of August the authorities adopted a system of multiple exchange rates which 
consisted of a controlled rate, established initially at 49.50 pesos per dollar and applicable to priority 
imports and to the service of the external debt, and a free rate for other transactions. The free rate 
rose rapidly, fluctuating between 85 and 90 pesos per dollar. 

These measures increased the fear that controls would soon be imposed on the outflow of 
capital, which therefore increased. Only one week later, therefore, the government temporarily 
suspended all exchange operations and decreed that all dollar deposits must be converted to pesos at a 
rate of 69.50 pesos per dollar. The free dollar rose to around 120 pesos. 

Only three weeks later, the authorities introduced further modifications in the exchange 
system. At the beginning of September, the authorities, announced the nationalization of the banking 
system and established a new exchange system with two fixed rates. The first, called the preferential 
rate, was applicable to essential imports and the service of the debt and was set at 50 pesos per dollar; 
another rate, also a fixed one, of 70 pesos was established for all other transactions. 

These measures encouraged the development of parallel markets, especially in the United 
States cities on the Mexican border. In November, therefore, the government authorized exchange 
transactions at a free rate in the border area. 

After the change of government further modifications were made if the exchange system and 
another maxi-devaluation was enacted. Thus, from 20 December onwards, there were three different 
rates. The lowest, called the special rate, was set at 70 pesos per dollar and was applied to certain debts 
contracted in foreign currency by private enterprises within Mexico; the second, called the 
preferential rate, was initially set at 95 pesos per dollar and was applicable for exports, essential 
imports and the service of the debt. Both the preferential and the special rates were to rise gradually 
in future at an annual rate of around 50%. A free and floating rate was established for all other 
transactions; this rate initially ranged around 150 pesos. 


3. Causes of exchange instability 


a) Instability of exchange rates and exchange policies 


It is not by chance that the major changes in exchange systems should have occurred mainly in 
countries such as Bolivia and Mexico, whose policies consisted of combining a fixed exchange rate 
with occasional devaluations, or in countries which followed a policy of pre-announced devaluations, 
such as Argentina. This is so because, essentially, only two policies tend to maintain a stable exchange 
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rate: those which provide for a fixed rate, in economies with low inflation, and those which provide 
for periodical devaluations, in economies with heavy inflation. 

aie The other two policies, on the other hand, are intrinsically unstable because, in the final 
analysis, they are really transition mechanisms for arriving at a fixed exchange rate once domestic 
inflation is reduced to the level of international inflation. 

ae Nevertheless, to the extent that the rate of domestic inflation is significantly greater than that 
of international inflation or to the extent that there is considerable uncertainty regarding the 
_ permanency of the exchange policy announced, capital flows, which are essential to any gradual 
_ correction of external disequilibria, become abrupt and procyclical. 

; A vicious circle then begins: there is uncertainty with respect to the durability of the announced 


policy —because domestic inflation is high by comparison with international inflation; because there 

_ is a sharp drop in the terms of trade, or because there is a sharp increase in the service of the debt— 
~~ and this gives rise to capital flows which aggravate the external crisis instead of attenuating it and 
which make it impossible to continue following the policy in question, except at a very high cost in 
terms of recession. 

Moreover —as illustrated by the experiences discussed above— once the exchange policy is 
abandoned, uncertainty with respect to the future trend of the exchange rate tends to give rise to a 
flight of capital which make it necessary to “over-devaluate”, or to adopt multiple exchange systems 
entailing quantitative controls, or to establish floating exchange rates. 
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b) Instability of exchange rates and changes on the international financial scene 


ag Actually, devaluations and modifications of exchange systems are not a recent phenomenon. 
Strictly speaking, it is not surprising that they should occur more frequently when international 
conditions are very unstable as they were during the 1970s and the early 1980s; during this period, the 
dollar went down and then up, and there were two oil crises and the two longest and most serious 
international recessions of the postwar period. It is interesting to note, however, that exchange rates 
were highly volatile in the region in 1981-1982, not only by comparison with the period preceding the 
first oil crisis, but also with respect to the second half of the 1970s (see figure 11). 

To a considerable extent, this exchange instability was related to the profound changes that 
took place on the international financial scene. The revival, in the late 1960s, of the international 
capital market —with Eurodollars—, which had remained in lethargy for almost 40 years, and its 
subsequent growth after the 1973 oil crisis —with petrodollars— not only gave the periphery much 
greater access to capital markets, but also brought about two changes that had a decisive effect on 
exchange policies. 

In the first place, the capital account became very important to the evolution and adjustment of 
the balance of payments. To illustrate this point, one might mention that the net inflow of long-term 
private financial capital was equivalent to 20% of the value of Latin America’s exports of goods and 
services in 1980-1981, as compared with less than 4% during the 1960s. 

As the countries of the periphery gained access to these capital flows, they were able to maintain 
relatively large current-account deficits for several years without losing reserves. Moreover, as shown 
by the experience of Latin America from 1976 to 1980, the inflow of capital could be large enough to 
enable a country to finance its growing current-account deficit and accumulate international reserves 
simultaneously. In the past, when these countries did not have such access to international capital, a 
deficit on current account entailed a loss of reserves; this process, of course, could be only a temporary 
one and consequently required a short-term adjustment of the trade balance. 

In addition, if the only way to overcome a current-account deficit and a loss of reserves was to 
improve the trade balance —devaluation being the ideal instrument for this purpose— the central 
objective of the exchange policy would be to keep the external accounts balanced. However, as the 
capital account grew in importance and as it became possible, through the inflow of capital, to 
maintain an adequate level of reserves even in the presence of a current-account deficit, it became of 
fundamental importance to maintain a stable or “predictable” exchange rate. Hence, the second 


important change that took place with respect to exchange policies during the second half of the 


1970s was a shift in their central objective. In many countries, in fact, the main objective was no 
licies began to be used as a means for 


longer to maintain external equilibrium; instead, exchange po 
stabilizing the domestic level of prices, and the inflow of capital was used to achieve or preserve the 


external equilibrium. 
UN 


Thus, in recent years, the movement of the exchange rate has been governed both by the 
behaviour of the current account and by that of the capital account. on , 

As regards the influence of the current account, the trend towards a deficit would appear to 
generate pressures for devaluation, to the extent that, among others, some of the following 
conditions exist: that domestic inflation be higher than external inflation; that unit costs of labour ' 
rise more than abroad; that the terms of trade deteriorate; that customs tariffs or export incentives ise : 
both be reduced; and that the international interest rate rise, thus increasing interest payments onthe — 


external debt. ) 

At the same time, the greater the increase in the capital inflow, the lesser will be the need to © 
raise the exchange rate in order to deal with the deficit on current account. 

All these variables have undergone substantial modifications in Latin America over the last ten 
years, though not necessarily in the same direction. It is not easy, therefore, to make generalizations 
with regard to the greater part of this period. During the biennium 1981-1982, however, and with 
very few exceptions, almost all these variables underwent significant changes in the same direction, 
creating pressure for strong adjustments to be made in the trade balance and hence creating a push 
towards major devaluations. This becomes particularly. evident when an analysis is made of the effect 
of four of the main variables mentioned above —inflation, wages, terms of trade and capital flows— 
on the exchange rate. 


c) Devaluation, exchange lag and trade balance 


The increasing use of exchange policies for anti-inflationary purposes —explicit in the 
Southern Cone countries with their policy of decreasing devaluation, and implicit in other countries, 
in their efforts to avoid exchange adjustments in order to postpone their inflationary impact— led to 
the so-called “exchange lag”, i.e., a process in which, because devaluation is lower than the difference 
between domestic and external inflation, domestic activities pertaining to the production of tradeable 
goods gradually lose their international competitiveness. 

As shown in figure 11, the real effective exchange rate of most of the countries of the region 
followed a downward trend from the beginning of the 1970s up to at least 1980. The case of Argentina 
is a good illustration of this. The policy of pre-announced devaluations at declining rates which was 
established in 1978 to reduce inflation raised the cost of Argentine tradeable goods by 65% with 
respect to international products between 1977 and 1980 (see table 42). 

Similar, although less dramatic, exchange lags occurred in Chile and Uruguay —which in 1978 
also adopted policies of pre-announced and declining devaluations— and in Bolivia and Mexico, since 
the virtual establishment of fixed exchange rates in 1979 and 1977, respectively. 

Nevertheless, the difference between domestic and external inflation is only one of the factors 
which has to do with the loss of international competitiveness. Even more relevant is the behaviour 
of wages, inasmuch as domestic costs are better reflected in the evolution of wages than in that of 
prices. As may be seen in table 43, when this adjustment is taken into account, the loss of 
competitiveness becomes even greater in every case for which information is available, because of the 
fact that between 1977-1978 and 1980-1981, wages rose more than inflation (measured by wholesale 
prices). This was particularly the case in Argentina, where wages had reached rock bottom in 1977; 
consequently, the costs of Argentina’s tradeable goods rose by 2.8 times in 1980 with respect to their 
value in 1977. 

In fact, there would have been no problem if the exchange lag had been neutralized by an 
equivalent improvement in the terms of trade. Had that been the case, the higher domestic 
production costs would have been offset by an increase in the international price of exports and, 
consequently, the industries engaged in producing export products would have remained 
competitive. On the other hand, as the terms of trade deteriorated, the exchange lag would also 
worsen, because it would no longer be possible to achieve equilibrium in the trade balance by 
maintaining a constant real effective exchange rate. 

In fact, the terms of trade did deteriorate during this period in Chile and Uruguay, thus 
aggravating the exchange problem. Hence, between 1978 and 1981, the exchange lag —adjusted by 
the terms of trade— rose from 70% to over 100% in Chile (see tables 43 and 44). At the same time, 


the improvement in the terms of trade in Argentina between 1978 and 1980 was not sufficient to 
offset the existing exchange lag. 
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YS Fins - me os | Table 43 


LATIN AMERICA: INDEXES OF NOMINAL EXCHANGE RATES ADJUS 
is BY WAGE INDEXES IN SELECTED COUNTRIES’ _ BIERLED 


Argentina Brazil Colombia A Chile Mexico Peru Uruguay 
166.6 91.0 94.0 106.1 80.5 114.5 61.1 6 
157.6 89.0 98.7 101.9 54.9 109.4 56.0 $3.4 
210.8 86.8 115.6 100.6 54.0 109.38 52.5 thibvel 
177.4 86.5 120.4 104.5 99.5 112.0 54.9 81.5 
1 130.0 92.3 130.8 Ty 164.0 104.2 58.1 80.4 
1975 217.6 84.7 141.7 125.9 224.6 93.6 De) 95.9 
1976 234.6 80.1 134.4 114.0 181.0 95.7 60.1 108.4 
1977 277.6 76.0 121.3 109.7 166.3 114.1 81.5 116.2 
1978 2277 73.2 110.8 106.8 129.7 109.4 120.6 120.5 
1979 143.0 817 102.2 102.4 124.1 105.6 119.2 120.5 
1980 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
1981 144.3 81.4 89.8 211.6 76.1 80.7 87.4 82.4 
1982 281.7 65.8 81.5 256.8 85.5 os 85.3 90.8 


Source: ECLA, on the basis of table 42 and official information. 
“The following nominal wage indexes were used: 
Argentina : Average wage per industrial labourer. 


_ Brazil : Average wage per worker in the manufacturing industry. 
Chile : Index of wages and salaries of manual and office workers in non-agricultural sectors. 
Costa Rica : Average wages and salaries reported by persons affiliated with the Costa Rican Social Secury Fund. 
Mexico : Average wages and salaries in the manufacturing industry. 
Peru : Average wages in the private sector in metropolitan Lima. 


Uruguay : Average wage index. 


The growing current-account deficit which resulted from the drop in the real effective exchange 
rate was financed for a while by a heavy inflow of capital, particularly in Argentina (1979-1980), Chile 
(1979-1981) and Uruguay (1979-1981). It was obvious, however, that it would not be possible to 
maintain for very long an inflow of capital equivalent to around 60% of the value of exports of goods. 
Thus, as confidence in the maintenance of the exchange policy to atract outside capital was eroded, it 
became necessary to offer domestic interest rates in the order of between 3% and 4% per month, in 
real terms; this could not go on for long either. Finally, it became necessary both to enact substantial 
devaluations and to make major changes in the exchange system. And the devaluation had to be large 
enough not only to offset the cumulative exchange lag but also to counteract the drop in the net inflow 
of capital that had been brought about by the uncertainty with regard to the exchange situation. 


d)  Devaluations and the capital account 


While it is a fact that the inflow of capital can attenuate balance-of-payments problems without 
its being necessary to resort to adjustments in the exchange system, it is also a fact that a sharp drop in 
capital flows can create or aggravate external disequilibrium problems, making it necessary 
eventually to make considerable adjustments in the trade balance. This is the case because capital 
movements are sensitive not only to the exchange jag but also to uncertainty with respect to a 
country’s ability to meet the service of its external debt. 

The clearest illustration of this type of situation is the case of Mexico. Offhand it might seem 
that there was also an exchange lag in Mexico, inasmuch as in 1981 the real effective exchange rate 
was lower than in 1977 by one-fourth or one-third, depending on whether the figure was deflated by 
domestic inflation or by the cost of wages (see tables 42 and 43). Nevertheless, although this 
obviously entailed a loss of competitiveness for most export industries and those producing import 
substitutes, this was not the case at the global level, since Mexico s terms of trade improved 
considerably during that period. Thus, the real effective exchange rate adjusted by the terms of trade 
was higher in 1981 than in 1977 or in any other year of the 1970s (see table 44). 

In Mexico, therefore, it was not the exchange lag that made the devaluation necessary. Instead, 
the external disequilibrium was due to the extraordinary growth of the external debt, which rose by 
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over 80% between 1979 and 1981. When the price of oil began to fall and interest payments rose 
sharply, it became evident that Mexico could not meet the service of its debt without a massive inflow 
of capital, inasmuch as interest payments already represented 30% of the value of its exports of goods 
and services. And it was precisely the need for such an inflow of capital to balance the balance of 
payments that undermined confidence with respect to the country's ability to maintain a free 
movement of capital; this in turn led to a massive flight of short-term capital. Thus, the net inflow of 
capital fell from 50% of the value of exports of goods and services in 1981 to zero in 1982. The impact 
of this was equivalent to the impact of an equally massive fall in the terms of trade and made it 
necessary to float the peso in February 1982. As mentioned above, as a result of this devaluation and of 
another one enacted in December, by the end of the year the price of the dollar, in nominal terms, was 
triple that of the beginning of 1982. Thus, in Mexico, in the long run, the movement of capital turned 
out to be strongly procyclical, allowing for an excessive expansion of domestic expenditure during the 
boom period (1978-1981) and making necessary an abrupt and immediate adjustment in the trade 
balance in 1982. 


Il. THE PROCESS OF RENEGOTIATION OF FOREIGN DEBT 
1. The general mechanics of rescheduling 


The year 1982 marked the beginning of a period in which developing countries began to fall into 
arrears on the payment of their foreign debt and to seek to renegotiate the terms of payment. By late 
1982 and early 1983 more than 25 countries on the Periphery and in Eastern Europe had entered into 
negotiations with private banks to reschedule debt amounting to almost half of the banks’ foreign 
currency loan portfolio in these areas.‘ Table 45 shows that 14 Latin American countries have sought 
new repayment terms with the banks; these countries account for about 80% of all the international 
debt to be rescheduled by these institutions.*° 

The wave of rescheduling in Latin America began in August 1982, when the Mexican 
government declared a 90-day moratorium on the amortization payments of the public sector, while 
keeping its interest payments current. Mexico had been experiencing repayment problems all year 


Table 44 


LATIN AMERICA: NOMINAL EXCHANGE RATE INDEXES ADJUSTED 
BY WAGE INDEXES AND BY TERMS-OF-TRADE 
INDEXES IN SELECTED COUNTRIES* 


Costa 


Argentina Brazil Colombia ape Chile Mexico Peru Uruguay 
1970 176.9 135.0 TMT. 107.3 164.3 69.7 44.9 78.2 
1971 182.2 115.4 68.4 92.6 87.6 65.6 AD 66.2 
1972 275.9 125.9 84.5 85.7 vile 66.2 30.2 169.7 
1973 275.3 172 95.1 93.6 169.2 69.6 38.9 jppp 
1974 176.2 124.5 96.4 87.1 294.9 70.8 57.6 105.1 
1975 232.6 107.3 88.1 99:1 243.9 60.2 42.3 90.0 
1976 221.6 110.3 123.2 107.4 210.9 66.9 47.7 100.5 
1977 254.3 113.7 175.6 134.8 174.1 85.3 60.7 116.8 
1978 192.9 95.2 120.9 120.9 131.8 79.0 76.7 126.9' 
1979 123 96.8 91.1 110.7 135.3 85.1 102.4 1452 
1980 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
1981 136.5 67.7 72.9 180.6 63.4 88.2 73.4 74.3 
1982 245.9 52.7 74.6 212.6 64.1 = 66.4 80.3 
eee — 


Source: Tables 27 and 43. 
Refers to the product of the indexes shown in table 43 times the terms-of-trade indexes shown in table 27. 


49 Morgan Guaranty Trust Co., World Financial Markets, February 1983, pp. 1-2. 


*°Morgan Guaranty Trust Co., op.cit., February 1983, pp. 1-2. Data on gross global debt in this table differ from those 
included in table 34, due to a wider statistical coverage. 
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ECLA, on the basis of official information of countries and various national and international sources. 
id of year. 
At 30 June 1983, most of the countries were well into the renegotiation process, in some of them, although significant progress had been made, 

_ the process had nor yet been completed. 

“During 1982 and up to June 1983. 
- 4Bank for International Settlements. 

‘Refers to loans granted by international banks in the context of the renegotiation process. 

+ Refers to: amortization payments on public debt pending in 1982 and those coming up until December 1983 (US$ 6 billion); private external 
debt covered by Central Bank exchange insurance falling due from November 1982 onwards (US$ 5.5 billion) and swaps falling due (US$ 1.5 
billion). 

- *Loans requested. 
At end of March 1983, the international banks agreed to postpone the collection of amortization and interest payments amounting to US$ 460 
~ million. 
- ‘At end of 1982, the foreign banks were asked to grant: 1) US$ 4.4 billion in new loans, 2) a refinancing of US$ 4.7 billion, 3) the maintenance of 
short-term loans to finance foreign trade operations (rollover) amounting to US$ 8 billion, and 4) the restoration of interbank lines of credit to 
the levels reached at 30 June 1983 (US$ 10 billion). At end of July 1983, the international banks had accepted points | to 3. 
fe J At end of April 1983, it was reported that a preliminary agreement with the main creditor banks had been signed. 
— ‘in August 1982, the authorities requested deferral of foreign debt service payments falling due between September 1982 and December 1983. In 
March 1983, an agreement was reached with the creditor banks to refinance US$ 140 million. 
includes loan amortization payments falling due during 1983 and 1984 (US$ 2.1 billion) and restructuring of short-term financial credit (USS 

1.2 billion). At end of April 1983, the Government announced that it had reached a preliminary agreement on renegotiation of the debt with the 

twelve main creditor banks. In July 1983, new loan contracts were signed. Pending completion of the renegotiation process, the banks extended 

for three more months payment deferral granted on 1 February 1983. 
™Refers to the service of public debt between 1 November 1982 and 31 December 1983 (US$ 1.22 billion) and around 80% of the private debt 

(US$ 1.26 billion). In January 1983, and agreement on the renegotiation of the public debt was reached with the international banks. 

"Refers to the tree-month deferral of amortization payments authorized by the international banks on 20 August 1982 which was first extended 
to March 1983 and subsequently to August 1983. In February 1983, a preliminary agreement was reached on the renegotiation of US$ 20 billion 

in amortization payments falling due between August 1982 and December 1984. 

°During 1982 a renegotiation for this amount was concluded. 
P Refers to the financing of US$ 2 billion in short-term amortiza 


430 million in amortization payments for the same year. 
loans which had to be paid during 1983 and 1984. At the beginning of March 


‘Refers to 90% of the amortization of short and medium-term 
1983, payments had been deferred for 90 days, in agreement with the creditor banks. In July 1983, an agreement was signed with 80 creditor 


banks. 
"Refers to US$ 13.6 billion in amortization payments which had to be made during 1983 and US$ 2.6 billion which fall due in 1984. At end of 
March 1983, the Government asked for deferral of amortization payments for the period April-June 1983. InJune, it requested another three- 


months extension. 


tion payments obtained in March 1983 and the request for refinancing of USS 
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long, but they had not become fully evident to creditors due to the country’s ability to contract short- 
oan debt to service its medium-term obligations. With falling oil Prices and rising seabiree 
however, the situation soon became unmanageable, forcing the government into the rescheduling 
hat it had tried so hard to avoid. or nae .. 

pes ee such as Bolivia and Costa Rica had been falling behind for some time in their 
payments to the private banks, but as rather small debtors vis-a-vis the world banking system, their 


difficulties had little or no repercussions in international capital markets. Mexico, however, is the 


second largest LDC client of the banks, with nearly US$ 49 billion in net obligations: only slightly — 
than Brazil, which is the banks’ largest Third World customer.”! | 

The Mexican problems set off a panic in banking circles, as a default by this country could very 
well threaten collapse of the international financial system. The effects of Mexico's paren: 
rippled through the market, as reflected in a sudden deterioration in the terms of borrowing = 
increasingly difficult access to new loans. In turn, the contraction in the loan market and deteriorate 
borrowing conditions made the normal servicing of debt more difficult for other borrowers, who 
were already under pressure due to declining terms of trade and record interest rates. Some countries, 
such as Chile and Peru, tried to avoid rescheduling their debts, but in time bulging debt payments, 


Table 46 
LATIN AMERICA: MAIN FINANCIAL RESOURCES PROVIDED BY THE 
INTERNATIONAL MONETARY FUND, 1982 AND 1983, 
IN SELECTED COUNTRIES’ 


(Millions of dollars)” 


Compensatory Conditioned loans 
financing 
service” Stand-bay agreement* hee lee ead 
Country service in force Tons 
es in February 1983 
Months Amount Months in Amosnt,. 2. = en 
months Approval Amount 

Argentina January 1983 72 January 1983 15 1 650 hae 29 17.2 
Bolivia January 1983 20 - - 20 
Brazil January 1983 —1:(063 - February 1983. 4937 6000 
Costa Rica - December 1982 12 102 - 102 
Chile January 1983 525 January 1983 24 550 - 875 
Ecuador - May 1983 12 170 - 170 
El Salvador July 1982 36 July 1982 12 47 - 83 
Guatemala - November 1981 12 21 - Zi 
Haiti December 1982 19 August 1982 14 38 - Sy) 
Honduras November 1982 26 November 1982 12 84 - 110 
Mexico - - December 1982 3972 3972 
Panama - April 1982 £2 33 = 33, 
Peru June 1982 220 - June 1982 m5 935 
Dominican 

Republic January 1983 47 - January 1983 408 455 
Uruguay August 1982 61 April 1983 24 400 - 461 


Source: International Monetary Fund, IMF Bulletins, several issues. 

“Only up to May 1983. 

’The IMF grants financing in Special Drawing Rights (SDR). In this table, SDR are expressed in United States dollars, considering 1 SDR =1.1 
United States dollar. 

“Compensatory financing service: Through this service, the IMF provides immediate financing to countries whose balance of payments has 
deteriorated as a result of drops in the prices of its main export commodities. 

“Stand-by agreement: By means of such and agreement, the IMF supports economic adjustment programmes of governments for a period of 1 to 
2 years. 

“Agreement pursuant to extended service: This is an agreement whereby the IMF provides assistance to member countries that must make 


structural adjustments in their economies in order to achieve a viable balance-of- payments position over the medium-term. This agreement has 
a validity of three years. 


>! Bank for International Settlements, International Banking Development: Third Quarter 1982, Basel, 19 January 1983. 
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pled with the erosion of the conditions for servicing them, forced their economic authorities to 
-k new arrangements with their private creditors. Indeed, as of early 1983 the only significant client 
the banks that had avoided rescheduling was Colombia, a country with a borrowing strategy that 
s traditionally displayed caution with regard to indebtedness with private banks. 


The process of rescheduling has been very disorderly-and time-consuming for both the banks 
and the economic authorities of the borrowing countries. This partly resulted from the fact that, given 
the dynamic nature of capital markets during the 1970s, there were an extremely large number of 
rivate banks lending to Latin America. Very large borrowers such as Brazil or Mexico have more 
han 1500 private creditors, while even a relatively small borrower such as Bolivia has loans 
outstanding from well over 100 lending institutions. Some of the banks involved are very large and 
_ have a long history in, and a serious long-term commitment to, international lending. The majority of 
_ dending institutions, however, are smaller and are relative newcomers to international lending. These 
_ latter institutions —which have limited international experience— entered Latin America when the 
-region’s prospects appeared brighter, but the negative turn of events in the last two years has 
_ encouraged many of them to retreat to their home markets and attempt to run down their 
international exposure. This situation has created a conflict of interests within the banking system 
_ itself and has tended to prolong the process of the renegotiation and generate considerable 
 uncertainty.>? 

So far, as a system, the banks have made a considerable effort to avoid a formal declaration of 
default on the part of their debtors, and when a borrowing country has declared inability to pay its 

- debts, the big international banks with the most exposure in the country have formed ad hoc 

_ committees to negotiate with the public authorities. The composition of these committees mirrors 
the geographical breakdown of bank exposure in Latin America: United States banks dominate the 
committees, while one or two banks from each of the other major lending areas —Japan, Europe and 
Canada— constitute the minority representation. 

The big banks first negotiate a tentative accord with the country, —a process that has often 
taken several months even under favourable circumstances— and then must present the agreement 
to the smaller banks for their approval. These latter institutions have not always been very co- 
operative, and the larger banks have often had to put heavy pressure on them to participate in the 
accord and thereby avoid the necessity of declaring a default. In some instances the lead banks in the 
committee has been assisted by the central banking authorities of their home countries, who have 
placed additional pressure on the smaller institutions to join in'the rescheduling agreement. 

Coaxing the smaller institutions to participate has been made more difficult by one particular 
dimension of the rescheduling agreements: the need to extend new loans in addition to rescheduling 
amortization payments. It has already been seen that the interest rate burden in Latin America has 
reached such dramatic proportions that it is itself sufficient to cause debt service problems. 
Reschedulings, however, traditionally only affect amortization payments and do not reduce the 
former burden. Banks do not like to reschedule interest payments, partly because if they do so they 
risk having their loans classified as non-earning assets by their local regulatory authorities; 
consequently, the big lead banks have had to discover other ways to reduce the interest burden. The 
scheme that has arisen is the arrangement of new loans to refinance a portion of the upcoming 
interest commitments; in effect, the banks have introduced a disguised rescheduling of interest 
payments, as they are capitalizing a part of their earnings under this heading until Latin America’s 
repayment capacity is restored. 

This formula has been developed in close conjunction with the IMF. Except in two cases the 
banks have made an IMF Standby Agreement a prior condition for rescheduling the debt. The IMF in 
turn has argued that the banks’ rescue package must be consistent with the overall objectives of its 
Standby Programme, in the cases of Argentina, Brazil, Chile, Mexico, Peru and Uruguay, this i 
required new credits to refinance part of the interest payments falling due (see table 45). All in all, 
there is informal agreement between the big banks and the IMF that commercial credits to refinance 
interest commitments must be organized to an extent which would expand their exposure by some 
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52 For further detail on the nature of this conflict, see D. Tinnin, “The War Among Brazil's Bankers’, Fortune, 11 July 


1983, pp. 50-55. 
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ch as Chile, managed to receive relatively more resources.°? * he 
has been, however, a sore point in the negotiations with the 
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7%, although some countries, su 
capitalization of interest payments 
smaller banks, which want to reduce, not increase, their exposure. bay 

Another and not unrelated roadblock to a speedy renegotiation of the debt has been the status of 
short-term lines of credit. The IMF and the lead banks in the committee have sought to maintain 
short-term bank credits at pre-crisis levels. Many lenders, however, perceive non-renewal of short- 
term credit as the easiest and quickest way to reduce exposure in problem countries. Consequently, it 
has proved difficult to keep these lines of credit —vital to the fluid operation of trade— open and | 
j 


functioning at targetted levels. 
I 
| 
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Another obstacle to the smooth rescheduling of debt is the issue of State guarantees for — 
rescheduled private debt. In some countries the private sector has been a major client of the banks. — 
These credits often did not receive a guarantee from the public sector, and consequently the loans 
were contracted at a higher cost than would have been the case had the transactions received State 
support. In other words, the banks charged a premium for the perceived higher risk of lending to the | 
private sector. However, when repayment difficulties arose the banks sought an ex post State | 
guarantee for rescheduled private debts. The clearest case is Chile. In this country the bulk of the debt 
with the banks was contracted by the private sector without State guarantees. Creditors —in this case 
both the large and the small institutions— insisted that the State should give its guarantee on 
rescheduled private sector loans. When the government resisted these conditions it found that its 
short-term credit lines were disappearing, thereby paralysing trade. The pressure applied by the 
banks eventually succeeded, since the Chilean government finally agreed to guarantee the obligations 
of the financial sector, the area where most of the private debt was concentrated. The State later 
granted a guarantee which covered, in effect, nearly the whole of the private debt. 

In any event, the above factors have made a speedy resolution of the debt crisis all but 
impossible. For instance, Mexico entered into negotiations with the banks in August 1982, while 
Brazil did the same at the end of that year, but as of mid-1983 there were still elements in the rescue 
packages for both countries that had not been finalized. Indeed, one or more components of 
rescheduling accords remained pending in virtually all the countries seeking to reprogramme their 
debt payments. 

The delays and uncertainties have given rise toa series of emergency patchwork measures to fill 
in the financing gaps and avoid defaults. First, there has been the availability of disbursements from 
IMF Standby Accords and finance from compensatory facilities of the same institutions (see table 46). 
Second, the large international banks that constitute the creditor committees have often extended 
short-term bridging loans as an interim financing arrangement until agreement is reached with the 
smaller institutions. Third, the Bank for International Settlements has broken with tradition and at 
the urging of OECD governments has provided bridging finance to several countries. Finally, the 
United States Treasury has directly intervened and extended short-term loans to Brazil and Mexico, 
two countries where US banks are very heavily committed (see table 45). 

Unfortunately, the delays in reaching final accords have been so long that bridging finance has 
often expired before all the formal relief has become available, requiring the countries to seek renewal 
of the credits. 

The net effect of all this has been that the banks have found ways to avoid a catastrophic 
declaration of default on the part of borrowers, even though some countries —e.g., Bolivia, Costa 
Rica— have accumulated considerable arrears. The process, however, has been very time consuming 
for all parties concerned, involving an inordinate‘amount of travel, meetings, communications and, of 
course, expense. Much uncertainty has also been generated about the availability of finance, its terms, 
the nature of guarantees, etc, and this has made the economic management of the countries that 
much more difficult. Moreover, bankers have shown a preference for a short-term horizon on the 
rescheduling operations: that is to say, they cover only payments falling due in 1983 or, at best, 1983- 
1984. Unless there is a strong recovery of the world economy, the countries and their banks will 


undoubtedly have to repeat this awkward process only a short time after having finalized the initial 
round of rescheduling operations. 


33 i i 
In this latter case, the new loans represented approximately an 11% expansion of exposure. 
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aaa Table 47 


LATIN AMERICA: PROVISIONAL DATA ON DEBT RESCHEDULI 
TERMS IN SELECTED COUNTRIES’ ne 
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Source: ECLA, on the basis of official data and information from various national and international sources. 


“This information is provisional and subject to revision. The column for 1980-1981 refers to average borrowing conditions for 
re year aca ag the first half of 1981. Colum R refers to rescheduled maturities. Column AC refers to conditions for 
additional credit. 


Calculated as a percentage of the total amount of the transaction and paid only once at the time of signing loan contract. 


b) The terms of the rescheduling 


Table 47 provides a breakdown of the conditions of external debt rescheduling for nine Latin 
American countries. In practice, the bankers and borrowers must negotiate the margin over LIBOR, 
the commissions and the amortization period for rescheduled debt and new loans; the LIBOR itself is 
determined by the forces of supply and demand of funds in the Eurocurrency market. For the banks, it 
is the negotiated part of the price that determines profits, as most institutions pay something near 
LIBOR for their deposits. For the countries, the LIBOR represents the major part of the cost of the 
borrowing, although as debt grows to considerable size the accumulated cost of margins and fees as 
well as the period to amortize the debt also become very significant. 

The first aspect that is noteworthy about the rescheduling is that the terms are generally quite 
similar among borrowers (see table 47). Weighting the terms for the rescheduled amortization 
payments and the new loans by the amounts involved, one finds that the range for the margin over 
LIBOR is a low of 1.95% (Mexico) and a high of 2.32% (Brazil); the range for the amortization period 
is from 6 years (Uruguay) to 9 years (Ecuador), while the range for the commissions is from 1.05 % 
(Mexico) to 1.50% (Brazil). Quantitatively speaking, the majority of the countries fall near the high 
end of the two extremes. What is striking, however, is that while bankers have argued that regional 
arrangements for the rescheduling of debt must be avoided in favour of a case-by-case approach, the 
results in fact have been sufficiently similar for it to be said that the terms of the rescheduling do not 
really discriminate between the countries’ capacity to repay either now or in the future. — 

These circumstances are partly explained by the nature of the bargaining process with the 
banks. The renegotiation process advanced most rapidly in Mexico, because of the urgency of finding 
a solution to the problems of this extremely large borrower. Moreover, Mexico has traditionally been 
one of the most attractive clients of the banks; since bankers claim to establish the terms of 
rescheduling operations on the basis of risk, the agreement with this country effectively established a 
“floor” for the conditions applied to the other rescheduling projects. As it turned out, Mexico 
accepted terms which approached the worst borrowing conditions that prevailed in the 1970s,*4 so 
that whereas at that time these conditions were an exception which affected only a few countries, the 


? 


54 During the 1970s it was unusual for countries to pay margins in excess of 2% over LIBOR, and rarely would a margin be 
in excess of 2.25. These high rates were usually reserved for new borrowers with little experience in international capital 


markets or experienced borrowers with external payments crises. 
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new onerous terms now have been transmitted to practically all of Latin America. The second notab: 
characteristic of rescheduling agreements was therefore the deterioration of the terms of ea 
There are two ways of examining this phenomenon. One is to view the evolution o ee 
conditions which are subjects of negotiation: i.e., the margin over LIBOR, the amortization period and 
commissions. Taken together, these can be viewed as the negotiated cost” of credits. It can be seen 
from table 48 that there has generally been a severe escalation of borrowing terms. Mexico suffered) 
the greatest relative deterioration of conditions, as the negotiated part of the cost of ce the 
rescheduling package represents an increase of 180% with respect to the terms that were being 
contracted in 1980-1981. The relative detetioration for other countries is smaller, since their terms | 
escalated from borrowing conditions that were considerably less favourable than those of Mexico. For 
instance, in 1980-1981 Brazil had been contracting loans with margins and fees that were relatively | 
high, partly because it sought longer maturities; thus, while its rescheduling terms are the most 
onerous of table 48, the relative deterioration is a considerably more modest 44%. Cuba is another 
case of a country that had relatively unfavourable borrowing conditions —reflected in short 
maturities— prior to the need to reschedule, and this accounts for its more modest 28% deterioration 
in borrowing conditions. Nevertheless, for most of the countries the conditions of the rescheduling 
packages represent a very dramatic deterioration of the terms of indebtedness. 
The second manner of examining the conditions of the rescheduling is with respect to financial 
cost, i.e., the base LIBOR rate plus the margins and fees. It should be noted that this measure is 
qualitatively distinct from the previous one since it incorporates the LIBOR but gives practically no 


Table 48 


LATIN AMERICA: DETERIORATION OF BORROWING CONDITIONS 
IN SELECTED COUNTRIES’ 
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Source: ECLA, on the basis of official data and information from various national and international sources. 

“The Symbol R*AC refers to a weighted average of rescheduled loans and additional loans. 
Based on an index of the components of the cost of credit which are subject to negotiation: commissions (C), amortization 
ae (P), margin above LIBOR (M), all weighted by the amount of the loan, according to the following formula: 
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P, 
P, ; 
Cy 
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in which C,, P, and M, refer to the value of these elements in the year 1983 and C,, P, and M, refer to the average values for 
the years 1980-1981. Note that the relative deterioration is not in itself and indicator of the quality of a country’s negotiations, 
since much depends on the borrower's initial position. 


“Assuming a real LIBOR of 5% and adding C/P + M. 
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ht to amortization periods. In any event, this indicator also suggests that the rescheduling 
nents have been onerous for the borrowers. Assuming a base LIBOR rate of 5% in real terms 
reditor rate prevailing in 1981-1982), all the countries in table 48 except Brazil suffered an 
ease in the real cost of credit of roughly 20% or more. The sharpest increases were once again 
perienced by Ecuador and Mexico, 26% and 24%, respectively. On the other hand, since Brazil 
already had rather onerous terms for borrowing in 1980-1981, it experienced only a 9% rise in the 
cost of indebtedness in its rescheduling package. 
pels No matter how the matter is viewed, the rescheduling operations have thus involved a 
; substantial hardening of the terms of foreign debt. The high cost of the rescue package has had two 
_ negative effects. 
al First, it has given countries little incentive to press for longer-term rescheduling that would 
definitively remove excess debt from the medium-term horizon and eliminate some of the 
-ufcertainties surrounding the debt problem. Indeed, given the onerous terms of the bankers it could 
make sense to organize only a 1-year rescheduling of debt. In most countries it would be unrealistic for 
the banks to seek a significant further escalation of lending terms over their current record levels, 
since this would probably threaten the viability of the portfolio itself, and furthermore there is always 
_ the possibility that better credit terms may emerge in the near future, should the world economy 
_ recover. 
, Second, the average cost of the debt has risen at a time when the rate of return on investment in 
domestic economies is very low. In addition, to pay the greater cost of the debt, countries must 
promote trade surpluses. Generating surpluses in the midst of a world-wide recession is difficult for 
one country alone, and becomes increasingly problematical when many countries attempt to do this 
simultaneously; indeed, in the absence of a world economic recovery general efforts to raise trade 
surpluses are likely to result in the transmission of further negative growth rates for the region as 
adjustment falls largely on imports. 

It also must be remembered that the higher cost of indebtedness has a differential impact on the 
countries. Borrowers with pure liquidity problems might be able to recover quickly from the crisis and 
over time easily finance the higher cost of the debt. But countries with structural debt problems that 
reflect a degree of insolvency may not be in a position even in the medium-term to bear without 
serious economic problems, the higher cost of foreign debt that has accompanied the rescheduling. 

Without a reduction in the cost of indebtedness these latter countries could possibly fall into a vicious 
circle of multiple reschedulings, with their accompanying escalation of costs, either financial, 
economic or social. 

Finally, it is worth mentioning that the cost of the debt crisis in the 1980s is strikingly different 
from the experience of the 1930s. In the latter period the major debt instrument was bonds. Bond 
holders are many in number, they are highly dispersed and generally anonymous within financial 
markets. Thus, when borrowers encountered repayment problems in the 1930s, it was difficult for 
creditors to co-ordinate their approach. What in effect happened was that a large part of the 
adjustment associated with a weak international portfolio was borne by the creditors as the market 
imposed losses on them through declining bond prices. Borrowers, on the other hand, experienced a 
reduction in debt burden through the depreciation of the value of the creditors’ assets, and this 
facilitated their recovery. 

In the current debt crisis the situation is reversed. Commercial banks can more easily co- 
ordinate their activities and have been successful in avoiding defaults through their ability to arrange 
rescheduling operations. At the same time, they have been able to raise the return on the outstanding 
debt by successfully imposing, on a general level, onerous lending terms that were only applied very 
selectively during the 1970s. This explains the paradox of the banks reporting buoyant profits at a 
time when a considerable part of their loan portfolio is not functioning properly. It is clear that the 
major part of the adjustment in the debt crisis has so far been borne by the borrowers. 
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c) The role of the IMF 


It has already been seen that the IMF has played a key role in the debt crisis. On the one hand, the 


creditor committees arranging rescheduling have generally required a green light” from the IMF 
before approving tentative rescue packages; in other words, a borrowing country has had to arrange 
an adjustment programme with conditional IMF credit tranches befores receiving the support of the 
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large creditor banks. Given the prolonged nature of the rent -gotiation process, sonra 
heavy pressure to meet the successive targets of the IMF stabilization Ange as * + ne 
jeopardizes disbursement of the various loan tranches and the continue oupree A" he 

committee during the complex process of finalizing a proposed rescheduling accord. om 

On the other hand, the Fund has taken a direct role in the formulation of the spam 
packages themselves. It has been noted that the granting of new credits to ee ae of the 
interest payments in some countries is the result of the IMF's insistence that the ban : me pen 
packages which are consonant with the goals of the Standby programme. Indeed, the ite a ence | 
participated with country authorities in meetings designed to gain the participation of the sma es ‘ 
banks in the rescheduling exercise. ” 

Notwithstanding the IMF's efforts to assuage the debt crisis, however, one still can observe some 
grave deficiencies in the role of this institution. aah : 

First, even given the decision taken in early 1983 to allow for a 47.5% rise in the quotas of the 
IMF, the foreign exchange available to the Fund is still short of meeting the requirements derived __ 
from the LDC current account deficit. Thus, nations undergoing adjustment must face an § 
uncomfortable reality: successful achievement of difficult IMF targets rewards countries with a 
relatively meagre amount of moderately priced credit; practically all the resources for adjustment 
must still come from commercial banks on terms which have been seen to be very onerous and which 
in some instances could be perceived as detrimental to the adjustment process itself. In effect, because 
of its lack of resources the IMF —the institution best suited to aid developing countries in a counter- 
cyclical way during this difficult and uncertain period— is still very much at the margin of the 
financing of stabilization efforts. 

A second and related problem with IMF involvement is that the resources it has squeezed out of 
the banking system to compensate for its own shortage of funds would also appear to be inadequate. 
As already noted, in a number of instances banks are not only rescheduling the amortization of debt 
falling due over 1 or 2 years but also, at the insistence of the IMF, are extending new loans to refinance 
a part of the up-coming interest payments. This refinance, which amounts to roughly 50% of the 
interest to be paid, provides some relief, but generally will be inadequate to allow for positive rates of 
growth in the borrowing countries. In other words, notwithstanding the rescheduling cum refinance 
packages, most countries involved are facing in 1983 a second or third consecutive year of negative 
growth rates and falling per capita income. ; 

The third and final point also relates to the growth process. The IMF has a well-known and 
controversial paradigm that guides its adjustment policies.°> The Fund’s formula is applied rather 
uniformly across countries; this is strikingly evident in table 49 which sketches the nature of some of 
the basic elements of the Standby Programmes. 

But more importantly, the programmes seem to be biased towards measures that are primarily 
designed to ensure repayment to foreign creditors at the expense of growth and reactivation of local 
economies. 

For instance, Fund policies invariably encourage adjustment of economic parameters in a 
direction that would produce trade surpluses for the normal servicing of factor payments. This 
involves, among other things, containment of domestic demand via control of internal credit and 
adjustment of prices (together wtih changes in interest rates, exchange rates and trade barriers) to 
remove alledged distortions in the allocation of resources between tradeable and non-tradeable goods. 
However, as noted earlier, in a depressed world economy a uniform country-by-country policy of 
promotion of trade surpluses under IMF auspices mainly induces radical competitive devaluations that 
have their greatest impact on the compression of imports. This in turn often prejudices growth and 
passes the burden of adjustment onto the countries least able to assume it. 

Another anti-growth bias in IMF policy is that its restrictions on economic aggregates fall 
disproportionately on the activity of the public sector. The Fund traditionally views government 
deficits as inflationary and as a factor that distorts the optimal allocation of resources. The typical 


*> Excellent critiques of the paradigm are to be found in United Nations, Balance of Payments Adjustment Process in 
Developing Countries, New York, UNDP/UNCTAD Project INT/75/015, January 1979, and Dragoslav Avramovia, “The 


Role of the International Monetary Fund: The Disputes, the Qualifications and the Future”, Paper presented to the North- 
South Roundtable, Tokyo, 1982. 
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ARGENTINA 


1. Recent economic trends: Introduction and summary 


4 During 1982, the economy suffered a contraction of almost 6% for the second year in a row 
~ (see table 1). The per capita gross domestic product thus dropped to its lowest level since the early 
1970s. This profound recession was accompanied by a rapid rise in prices: the rate of inflation —over 
~ 200% in the case of consumer prices and over 300% in the case of wholesale prices— was even higher 


“* 


E than the already high rate of the previous year and was comparable with the record figures of 1975 


and 1976 (see figure 1). In addition, although it was possible, with the sharp decline of imports, to 


achieve an appreciable trade surplus, it was not possible to overcome the crisis of the external sector. 


~ The heavy burden of interest payments and the magnitude of the external debt made it necessary to 


z 


seek assistance from the International Monetary Fund and to face the difficult task of finding ways of 
refinancing the payments. 
These developments reflected the reaction of the economy to the already complex situation 


_ made worse, in 1982, by a sharp deterioration of the terms of trade and a difficult political situation. In 


_ 1981, Argentina had been forced to face up to the task of adjusting its external accounts, which had 


become unbalanced during the application of the policy of prior announcement of the exchange rate 
and liberalization of transactions with the exterior. The sharp devaluation of that year did not permit 
any significant recovery of the current account, moreover, the absence of a clear picture of probable 
future developments —particularly in the political area— made it impossible to normalize capital 
flows. The external debt thus continued to grow while the terms thereof deteriorated and the Central 
Bank’s reserves went down. At the same time, inflation was accentuated and there was a generalized 
contraction in the level of activity, which was already depressed in the sectors concerned with foreign 
trade. This in turn increased the difficulties many enterprises were having in meeting payments, 
further weakening the fragile financial system. 

The economic authorities who took office in December 1981 said that they intended to give 
priority to checking inflation and reducing State intervention in the economy. To this end, they 
announced a programme of fiscal austerity —including the freezing of civil service wages— and the 
application of monetary restrictions. In addition, they eliminated the dual exchange market, which 
had been in force since June 1981, replacing it by a unified market, and announced their intention of 
allowing the peso to float freely. 

These measures made it possible, during the first months of the year, to limit the fiscal 
imbalance and contain the expansion of the means of payment. Nevertheless, and despite the fact 
that the rate of price increases slowed down, the programme did not succeed in changing expectations 
with regard to inflation. The volume of production went down even more, while the constant decline 
of real wages and of employment increased social tensions. The situation with regard to the 
international accounts did not improve either. The exchange rate fell behind with respect to domestic 
prices, and there was no change in the m-curity profile of the debt. Finally, uncertainty with regard to 
the solvency of the financial establishments prevailed, and already during Marcha significant amount 
of deposits were withdrawn. , 

The conflict with the United Kingdom in the South Atlantic, which began in April, had 
important consequences for the economic evolution of the country. The trade embargo applied by the 
European Economic Community and other countries made it difficult to sell exports and jeopardized 
the supply of inputs. Argentina, for its part, responded in kind to the freezing of its funds in Great 
Britain and was forced to suspend its payments to the exterior. At the same time, exchange controls 
were imposed and imports were restricted in order to prevent an increased demand for foreign 
currency —resulting from precautionary and speculative measures— from exerting pressure on the 
official reserves. The public, in turn, reacted to the growing political uncertainty by increasing its 
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demand for cash, to the detriment of deposits. The Central Bank was then forced to institute 
rediscount facilities for the financial entities affected by the withdrawals and to reduce the reserve — 
requirement. This made it possible to check the rise in interest rates, which had risen in April to levels 
significantly higher than those warranted by the rate of increase of prices. 

After the cessation of hostilities in June, the political crisis that ensued led to a change of 
President. The new authorities defined the state of the economy as critical. According to their 
diagnosis, the very heavy indebtedness of enterprises jeopardized the survival of many of them and 
was depressing production, while at the same time affecting the solvency of the financial 
intermediaries (because of the large volume. of uncollectable debts). Thus, the Central Bank, which 
had already had to provide support for entities that were in difficulty, ran the risk of losing control of 
the money supply. The existence of interest-bearing liquid assets reinforced inflationary trends by 
reducing the demand for means of payment. Urgent action was required to correct the external 
imbalance, and the solution, in the view of the authorities, was to encourage a change in relative prices 
to favour tradeable goods. Following the same line of thought, however, it was noted that the 


Table1 
ARGENTINA: MAIN ECONOMIC INDICATORS 


1977 1978 1979 1980 1981 1982° 


A. Basic economic indicators 
Gross domestic product at market prices 


(billions of 1970 dollar) 36.4 35.1 37.6 38.0 35.8 33.6 
Population (millions of inhabitants) 24.2 24.7 25.3 25.6 26.4 26.9 
Per capita gross domestic product 

(1970 dollars) 1 504 1 421 1 490 1 474 1 358 L255 


Growth rates 
B. Short-run economic indicators 


Gross domestic product 64 -3.4 Vel Li 5.9 =5.2 
Per capita gross domestic product 4.2 -5.5 49 -1.0 -7.9 -7.7 
Gross domestic income +9 -3.4 8.0 2.2 -6.4 -6.5 
Terms of trade (goods and 
services) -4.5 ty 8.6 12.9 -8.8 -8.7 
Current value of exports of 
goods and services 42.9 13.6 22.6 7.8 9.6 -13.0 
Current value of imports 
of goods and services 35.8 5.3 76.8 49.1 -11.9 -37.7 
Consumer prices 
December-December 160.4 169.8 139.7 87.6... 131.4 oe 2007 
Variation between annual averages 176.0 7a 159:5 100.8 104.5 164.8 
Money ; 1249 1703 145.5 97.8 68.5 222.3 
Industrial worker wages 1719 1706 1980 124.6 82.6 1369 
Unemployment rate 4¢ 2.8 2.8 2.0 ae 4.4 4.7 
Current income of government 228.1 1540 170.0 79.8 97. “AOR 
Total expenditure of government 158.9" >) 163.2 110.6 139.3 124.5 


Fiscal deficit/total expenditure of government‘ 26.4 21.7 19.7 31.4 43.3 32.2 


Millions of dollars 
C. External sector. 


Trade balance (goods and services) 1 8779892520 403-3191 -688 2251 
Balance on current account 1 290 1 836 535 -4774 4057 -2 422 
Variation in international reserves 1 827 2 236 4424 -2666 -3 452 -762 
Total external debt 11761 12496 19034 27162 35671 38736 


Source: ECLA, on the basis of official figures. 

“Preliminary figures. 

Gtoss domestic product plus terms-of-trade effect. 
Annual average variation. 


Simple average of results of surveys for each year in the Federal Capital and greater Buenos Aires 
Percentage. 
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4Annual growth rate. 
DAverage annual rate in the Federal Capital and Greater Buenos Aires. 


4 CPercentage variation from December to December. 
5 dMillions of dollars. 
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exchange rate, would have Se aes Set “itenmni as further increasing the on ! 
pressing real wages even more, accelerating price increases; = re ' 
Peereh acai emu was. designed to secure a recovery of activity on the one hand and 4 nn 
adjustment of the balance of payments on the other. The foreign exchange market was again split in 
two: the financial exchange rate was allowed to float, while commercial rate underwent a smaller” 

devaluation, accompanied by the retention of traditional exports. The purpose was to avoid an 
excessively abrupt change in the distribution of income and to free commercial transactions —evenif 
only partially— from the pressures that might arise in connection with interest and debt payments. 
Also, in order to obtain external financing to meet urgent payments, the inflow of short-term capital 

was encouraged. : 

The fae significant measures were taken in the area of domestic finance, and the financial 
reform of July 1982 had several objectives. In the first place, it was aimed at extending the repayment 
periods for debts of enterprises and reducing the real value of such debts. The idea was not only to take 7 
action with regard to the accumulated total debt: the authorities felt that the existence of positive — 
interest rates in real terms could put a brake on the reactivation of expenditure andthatthenominal | 
rates should therefore be lower than the rate of increase in prices. The reform was also aimed at 
preventing the financial institutions from becoming insolvent. Finally, the authorities wished to 
discourage the holding of near-substitutes for money, such as short-term deposits and public | 


securities. 

The financial reform (discussed in detail in section 5 below) involved splitting the credit market 
in two. On the one hand, deposits for less than three months were transferred to the Central Bank, 
which began to set the corresponding interest rate, and the liabilities of private enterprises were 
refinanced for a term of five years, also at regulated interest rates. On the other hand, a market was 
established for deposits for terms of more than 90 days, on which interest rates could be freely agreed. 
These deposits were not guaranteed by the Central Bank nor were they subject to the reserve 
requirement, although quantitative limits were set on them. In addition, a category of indexed 
deposits was established (with a 100% reserve requirement and a State guarantee) for a minimum 
term of one year, later shortened to six months. The Government also announced the redemption of 
public securities in circulation. 

One of the purposes of the reform was to bring about a replacement of financial assets by goods. 
The public did indeed react to the decline in the expected return from bank deposits by increasing its 
demand for real assets and foreign currency. Thus, industrial activity recovered somewhat and stocks 
declined, which means that the increase in prices —resulting from the displacement of demand 
mentioned above— did not account for the entire increase in expenditure. Moreover, the resulting 
price increases led to a rapid depreciation of controllec-interest debts. Even in these circumstances, 
however, there was no certainty as to whether the rise in activity meant that the long period of 
contraction was over, and towards the end of the year the recovery seemed to have slowed down. 

During this period, the Government tried to apply an incomes policy: it decided to set wage 
increases itself and announced the establishment of an agreement on prices. However, social 
pressures had increased with the rise of inflation and the tense political situation, labour conflicts 
were aggravated, and the prices agreement never came into effect. Partly as a result of these 
circumstances, the economic authorities were changed again in August. 

By then, the external payments situation had reached a critical point: the payments due in the 
second half of the year (to which were added certain payments not made during the preceding 
months) were a good deal higher than total annual imports. The Government negotiated a stand-by 
agreement with the International Monetary Fund and entered into discussions with the international 
banks. These negotiations which also covered so-called “bridging loans” with commercial banks and 
the Bank for International Settlements, had not been concluded at the end of the year. ! 

ay Towards the end of the year, the economic policy was faced with several other problems. The 
difficulties involved in the handling of income distribution under the existing circumstances of 
extremely high inflation persisted, and were evident in the discussions sparked off by the decisions on 


, ; : ; : : 
It appears that the cost of refinancing will be high, as the interest rates to be applied seem to be several points above 
LIBOR or prime rates; in addition, commissions and certain other expenses must be paid. 
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to be given to efforts to balance the desire for economic recov 
with the restrictions that are necessary in the light of the situation of 
the high rate of inflation. 


a 
- 


en to 
- 


the external sector 


_ Total supply and demand = 
___ Total supply dropped by almost 9% in 1982, as a result of a6% drop in the gross domestic 
produc and a sharp 36% drop in imports. The lower volume of foreign purchases during the 
“previous two years represented an almost complete reversal of the previous trend towards openness 
of the economy. Thus, the coefficient of imports of goods and services in 1982 was similar to the 
_ average for the period 1970-1978 (before the liberalization) and 40% lower than the peak attained in 
- 1980 (see table 2). 

All the components of total demand also fell. Final domestic expenditure went down by 
- 9% and one of its components, gross fixed investment, dropped by 24%. The contraction in this 


Table 2 
ARGENTINA: TOTAL SUPPLY AND DEMAND 


4 Millions of 1970 Percentage 

4 dollars breakdown eaeiineses 

Z 1980 1981 19827 1970 1982 1979 1980 1981 1982* 
a at eed ake oe LO 
Total supply 42508. 39535 36153 106.7 107.1 9.7 42 -7.0 -86 


io 


Gross domestic product 


at market prices 38032 35781 33756 1000 10.0 71 Ll 59 -57 

__ Imports of goods and 

3 services’ e496 3794 23997 «=— GSA (521 4002 «-161 36.1 

Total demand 42.508 39535 36153 106.7 107.1 9.7 42 -7.0 -8.6 

. Domestic demand 39 439 36025 32724 99.6 969 11.0 5.5 -8.7 -9.2 
ji 73h S870 211 17s 99 96-192 -19.9 


Gross domestic investment 
Gross fixed investment 8751 7 574 S747 212 17.0 6.4 
Construction 5407 4964 4002 13:2>-" 1149 2.9 


Machinery and equipment 33409 G10. *! 1/745 8.0 $2.4 (127 
311 -248 122 -0.1 0.4 


-13.5  -24.1 
-8.2 -19.4 
-22.0 -33.1 


hy VALS ® 


1 

4 

3 
pa eT | 
6 Us 24 
1 


Changes in stocks 
Total consumption 30376 28700 26854 785 79.6 11.3 
General government 4 673 = mam Le me 43 
Private 25 703 a >» 7 662 ey IEG 
Exports of goods and 
erste hay nes $10: 5 429 7A M02: 228, 37103, AEE 


Source: ECLA, on the basis of figures supplied by the Central Bank of Argentina. 


er he Figures ‘eptieS and impo balance of payments data expressed in dollars at 
current prices, which were conve using price indexes calculated by ECLA for the 


purpose. 


rts of goods and services were taken from 
rted to constant 1970 values by deflation, 
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area was sharp both in construction (-19%) and in purchases of machinery and equipment (33%) 
—especially those of imported origin (-51%). This behaviour of investment was also due to the high 
financial costs involved and the absence of any clear indications as to how the economy might evolve’ 
in the future. ans ate 

Family consumption also dropped, reflecting the lower level of family incomes, particularly 
among non-wage earners and groups affected by unemployment. Total consumption, including 
general government consumption, declined by 6%. !' ; 

The volume of exports of goods and services was slightly lower than that of the previous year 
(-2%) as a result of the difficulties encountered in marketing them, partly because of the embargo 


Table 3 
ARGENTINA: GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC 
ACTIVITY, AT FACTOR COST 


Millions of 1970° Percentage 
dollars breakdown 


1980 1981 19827 1970 1982° 1979 1980 1981 1982° 


Growth rates 


Gross domestic product” 33696 31701 29908 100.0 1000 7.1 1.1 -5.9 -5.7 
Goods 15860 14428 13886 48.9 464 7.1 -2.7 -9.0 -3.8 
Agriculture, hunting, forestry 

and fisheries 4206 4311 4548 LZ E52. Aad fo Oe ee 
Mining and quarrying 819 821 814 23 24°64 “Fis 0255-0 
Manufacturing 8354 ©2019" 6705 26.9 22.4 10.2 -3.8 -16.0 -45 
Construction PASI 2 2h) a Slo 6.4 61° 2.7 2364* -8.25-201 
Basic services 4873 4705 4637 13.8 15.5°° 9225-355. =e 
Electricity, gas and water 1/191» PA7S vs D214 23 Aly 107k 7 See a 
Transport, storage 

and communications 3 6827) 3 32E 4a 423 1S 114 84 06 -42  -3.0 
Other services 12963 12569 11386 37.3 38.1 64 5.7 -3.0 -9.4 
Commerce (wholesale and retail), 

restaurants and hotels 4974 4655 3780 12 126 103 56 -64 -188 


Financial institutions, 
insurance, real estate and 


business services 3034 2872 2553 7.6 8.5) 80125 —-5:3 Eee 
Community, social and 
personal services 4.955 7500435: 902053 14.6 16D > ZO» D2 eu Bee 


Source: ECLA, on the basis of figures supplied by the Central Bank of Argentina. 
“Preliminary figures. 


As the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly 
with the latter. 


Table 4 
ARGENTINA: INDICATORS OF AGRICULTURAL PRODUCTION 


Millions of 1970 pesos Growth rates 


1970 1975 1979 1980 1981 1982° 1980 1981 19827 


Gross agricultural 
product at factor 


cost 10 298 11723 13277 12408 12716 13 415 -6.5 DSS 5.5 
Crop farming 5 345: - ~ 25,986. 27 364 0G 987 pe BOOS BSA od ro) 8.3 
Stock-raising 4554 - -5 285-— 3.375-—-4,996..-. 4.836 4.340 violence 0.7 
Fisheries 45 50 120 78 76 99" -34.4° S55 Se SOr 


Source: Central Bank of Argentina. 
“Preliminary figures. 
Includes agricultural construction, hunting, forestry and lumbering. 
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ARGENTINA 


| a Table 5 
ARGENTINA: AREA SOWN AND CROP PRODUCTION 


Area sown Production 
(millions of hectares on: 
) Millions of tons Growth rates 


Average Average 
“ 1980/ 1981/ 1982/ B€ 1980/ 1981 
i eee eis li eta Og A NSA oe 8h Ua IY 


1981/82 1981/82 
Cereals 15.8 16.8 16.7 17.6 25.0 29.6 26.9  -24.7 56.6 -9.1 
Wheat a 6.2 6.6 7.4 LD 7.8 8.1 25 -6.0 38 
i Sorghum 2.4 2.4 27, 2.6 6.4 7.6 8:0) 2-516 lose 5.3 
Maize a5 4.0 ae7 3.4 9.5 12.9 96 ~=264 “101.6 =25.6 
a Oilseeds 4.8 4.4 4.8 5.2 6.0 5.8 6.8 -1.6 -4,.9 17.2 
Linseed 0.9 0.8 0.9 1.0 0.7 0.6 0.6 16.7 3-143 - 
Sunflower 1.8 1.4 ie] 2.0 1 13 2.0 24 323 53.8 
Soya 1.8 1.9 2.0 22 3.5 3.8 4.0 -5.4 8.6 5.3 
— Subtotal annual 
crops 26.0 26.7 26.8 28.0 
Total area sown 26.7 27.4 27.5 28.7 


Source: Ministry of Agriculture and stock-raising. 


imposed during the second quarter by the European Economic Community on sales from Argentina. 
During the second half of the year, the difference between the parallel exchange rate and the rate on 
the commercial market seems to have encouraged the underdeclaration or postponement of exports. 


b) Growth of the main sectors 


i) The agricultural sector. The product generated by the agricultural sector grew by somewhat 
over 5% during 1982, as a result of increased crop production (which grew by 8%) and a slight 
increase in livestock production (see tables 3 and 4). 

The growth of agricultural production during 1982 was due, in particular, to the increase in the 
production of oilseeds. After having dropped in 1980 and 1981, oilseed production increased by 17%, 
especially because of the 54% increase in the sunflower crop. As in previous years, sunflower growers 
continued to improve the yield per hectare, which rose by 27% in 1982, so that the 1982 yield was 
50% higher than that of 1979. Soya production also expanded, but this was only because the area 
planted was increased. Linseed production decreased, however, because of a drop in yields 
(see table 5). 

Cereal production as a whole declined by 9% in 1982, after having shown a notable recovery in 
1981. This decline, however, was entirely due to the 26% decrease in the production of maize, which 
represented somewhat over one-third of the total tonnage of cereals produced during the year. This 
decline was mainly due to a sharp drop (-20%) in yields per hectare and, to a lesser extent, to a 
reduction in the area planted. Production of wheat and sorghum was somewhat higher than in 1981, 
although in both cases yields were lower. 

As regards other crops, the production of cotton, tobacco, grapes and tea increased, thanks to 
favourable weather conditions, while sugar cane production remained unchanged. With regard to 
fruits, the production of citrus fruits increased while that of apples declined. Finally, the production of 
vegetables and pulses rose, with beans and tomatoes showing particularly high increases. 

The larger area planted with grains was due to the better prices paid for these ‘crops (with 
respect to the cost of inputs and the prices of livestock) during 1981 and the first part of 1982. This 
improvement, in turn, was due to the fact that up to the middle of the year, the rise in the real rate of 
exchange offset the fall in international prices. The better relative domestic prices of grains also 
contributed to some recovery in investment, reflected in the purchase of tractors and harvesting 
machines. At the end of the year, as the real rate of exchange again went down, prices dropped too, 
although this did not affect planting, since this had already been decided. 
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Stock-raising grew moderately during 1982, at a much lower rate than crop farming. This 
marked the continuation of an uninterrupted six-year downward trend in the importance of stock- 
raising within the agricultural gross product; thus, its share in the latter dropped from 44% in 1977 to 
36% in 1982. This was partly reflected in the continuing reduction of cattle herds, which totalled 
approximately 53 million head in mid-1982, ie., 6 million less than the peak attained in 1977 
(see table 6). 

Cattle slaughtering declined significantly in 1982, especially during the second half of the year. 
The reduction in the slaughtering of cows and heifers was more than proportional and the yield in 
weight of dressed meat per head rose. Towards the end of the year, the lower supply brought about an 
increase in the relative prices of cattle (see table 6). These indicators seem to point to a possible entry 
into a new phase in the stock-raising cycle. However, the recovery of stocks may not be so marked as 
in previous cycles, because of the fluctuations in prices and the restrictions on domestic and external 
demand. 


Table 6 
ARGENTINA: CATTLE SLAUGHTERED AND PRICES 


ro ———————— 


Millions of Siupieceni Yield in Proportion Annual per Steer prices in 
heads augntering kilo- of cows and capita con- comparison with: 


Periodo ( ate grammes heifers-in . sumption «eee 
See Slaugh- P age)" of dressed slaughtering = (kilo- z Indus- Wheat 
tering 8 meet per analyzed’ grammes) trial prices 
< : head prices“ < 
1976-1977 58.2 14.1 24.2 202 34.8 87.3 0.62 4.39 
1977-1978 59.3 15.8 26.6 194 35.9 91.0 0.83 5.22 
1978-1979 59.0 59 272 194 36.2 86.2 0.70 3.90 
1979-1980 56.9 14.9 26.2 198 34.8 83.0 0.96 6.65 
1980-1981, 55.8 13.5 24.2 205 30.5 82.0 0.81 5.50 
1981-1982, 54.2 14.4 26.6 202 325 87.0 0.67 3.93 
1982-1983 52.7 12.2 25.1 205 33.8 70.0 0.85 3.17 
1982-II 29 207 32.9 64.0 0.93 3.34 
1982-IV 2.6 215 29.0 62.0 0.99 4.88 


Source: National Meat Board, Ministry of Agriculture and stock-raising, and ECLA, on the basis of official figures. 

“At 1 July of each year. 

Total slaughtering for the period. 

“Slaughtering for the period as a percentage of stocks at 1 July. 

4 Average for the period. 

*Slaughtering under control of the National Meat Board, which represents between 77 per cent and 80 per cent of total 
(registered) commercial slaughtering. 
In pesos at 1970 prices. 

®Kilogrammes of wheat needed to purchase one kilogramme of live steer. 

"Preliminary figures and projections. 


Table 7 
ARGENTINA: INDICATORS OF MINING PRODUCTION 


1970 1975-1979 1980 1981 1982" _Gtowth rates _ 
1980 1981 19827 
Gross mining product at factor 


cost (millions of 1970 pesos) 1777 1932 2328 2417 2422 2400 38 02 -09 
Production of some major minerals 
Petroleum (millions of m3) 228. 230 i274." “238.6 289 284A OAD st} Ties 
Marketable coal (thousands of tons) 616 502 727 389 498 515 -464 27.8 3.5 


Injected natural gas’ (millions of m3) 4820 6314 7360 7927 8182 9454 7.7 32 15.5 


Source: Central Bank of Argentina and Department of Fuels. 
» Preliminary figures. 
After deduction of imports. 
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er Table 8 
ae ARGENTINA: INDICATORS OF MANUFACTURING PRODUCTION 


“ ; 1970 1975 1979 1980 1981 1982* Growth rates _ 
1980 1981 1982 


Gross manufacturing product 
at factor cost (millions of 


4 1970 pesos) 20 986 24 853 25 616 24 644 20 706 19781 -3.8 -16.0 -4.5 
4 Food 4545 5238 5262 5359 5148 4654 18 -39 -9.6 
3 Textiles 2769 3105 2896 2460 1965 1919 -15.1 -20.1 -2.3 
_ Wood 439 489 460 446 388 334 -3.0 -12.9 -141 
E- Paper 1186 1425 1312 1224 1002 1050 -68 -182 49 
; Chemicals 2846 3388 3615 3649 3380 3379 09 -74 - 
_ Non-metallic minerals 1176 1345" 1377 91329 1095" 985 - -3.5-17:6 -108 
Basic metal industries 1049 1294 1486 1368 1191 1361 -80 -13.0 143 
_ Machinery and equipment 5527 6851 7438 7107 5107 4734 -44 -28.1 -7.3 
Other industries 1450 1717 1769 1702 1430 1366 -3.8 -16.0 -4.5 
_ Production of some important 
manufactures 
Pig iron ¢ 802 1043 1938 1793 1736 1940 -7.5 -3.2 118 
Steel 1823 2200 3203 2702 2517 2897 -156 -68 15.1 
Rolled products 2242 2927 2986 2643 2193 2545 -115 -17.0 161 
_~ Motor vehicles PIS 42590 2B gexZ82 172 152 = 11.5..-39.0 --233 
Tractors 10 900 18 827 10610 3557 1347 3 828 -66.5 -62.1 184.2 


eI 
Source: Central Bank of Argentina, Centro de Industriales Siderirgicos, Asociacién de Fabricantes de Automotores, 
Asociacién de Fabricantes de Tractores. 
“Preliminary figures. 
Including sponge iron. 
© Thousands of tons. 
iss finished rolled products in terms of hot-rolled products. 
nits. 


ii) Mining. The production of the mining and quarrying sector was slightly lower in 1982 than 
in 1981 (see table 7). 

Crude oil production declined by somewhat over 1% with respect to the previous year because 
of lower activity on the part of contractors working for Yacimientos Petroliferos Fiscales. The 
volume of natural gas injected at the head of gas pipelines increased by 16% asa result of an increase 
in supplies and the extension and expansion of the pipeline networks. At the same time, progress was 
made in replacing petroleum by-products by natural gas, which has a lower relative price. Moreover, 
large reserves of gas have been discovered in recent years which appear to guarantee the supply for a 
long time to come. 

The output of marketable coal was 4% higher than in 1981, as a result of increased demand 
from electric power companies and the reconstitution, as from June, of the stocks of Yacimientos 
Petroliferos Fiscales. The output of metallic minerals, on the other hand, declined by 10%. Finally, 
the decreased demand from the construction industry led to a drop of around 18% in the mining of 
non-metallic minerals. 

iii) Manufacturing. Industrial activity declined for the third year ina row. This new drop (-5%) 
followed those of -4% and -16% in 1980 and 1981, thus aggravating an already profound recession 
(see table 8). The volume of production was in fact the lowest in the last 15 years. The industrial 
recession was also reflected in the decline of employment, resulting partly from the large number of 
business closures. 

The intensity and duration of this recessive phase —the most prolonged contraction since the 
early 1950s— was due to several factors. During 1980 and early 1981, industry was affected by 
competition from imports and by the level of the exchange rate and thus underwent a contraction 
despite the increase in total demand. The change in relative prices brought about by the substantial 
devaluations later discouraged competitive imports and led to some increase in exports, without, 
however, compensating for the decrease in domestic demand. The decline was accentuated in 1982 
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because of the contractive monetary policy applied in the first part of the year, the persistence of 
problems relating to the financing of production, and the balance-of- payments position, which | 
limited opportunities for applying expansive policies and, furthermore, made it necessary to impose 
administrative restrictions on imports, including imports of intermediate and capital goods. During 
the third quarter, however, sales showed some recovery, this was associated with the trend towards a 
disaccumulation of financial assets, mentioned above. Stocks were absorbed and there was a recovery 
of production, which in some sectors showed an improvement with respect to the low levels of the 
previous year. sii 

During 1982, sectoral evolution reflected the changes that had occurred during the year in the 
exchange and import policies. During the period 1979-1981, foreign-trade-related industrial | 
activities suffered from the lag in the exchange rate, which affected exports and, along with tariff — | 
reductions, promoted the importation of competitive products. A reversal of this process beganand 
continued throughout 1982. Thus, in the steel sector, the increase in production noted as from the | 
beginning of the year was due to the behaviour of foreign trade in steel products, inasmuch as 
domestic consumption declined. Because imports became more expensive, there was an appreciable 
reduction in purchases from the exterior. Up to April, a special promotion system was applied to 
encourage exports (which, taken together, were equivalent to one-fourth of the year's production. 
During the second half of the year, the decline in sales on the external market was offset by the 
recovery of domestic demand, so that production still continued to increase. 

The substitution of imports and the increase in domestic demand during the second half of the 
year also accounted for the 14% growth of other basic metal industries (aluminium and others) and of 
paper products (5%). In the latter case, two major projects (Alto Parana, for the production of wood 
pulp, and Papel del Tucuman, for the production of newsprint) were put on stream and this 
significantly increased the supply capacity. 

In contrast, the recovery, during the second half of the year, of sectors associated with final 
demand (producers of consumer goods and of machinery in general) did not compensate for the 
appreciable contraction they had suffered. The production of automobiles, in particular, went down 
by 23%, despite the fact that imports dropped sharply from over 50 000 units in 1981 to around 
13 000 in 1982. The trend in this industry was partly accounted for by the expiration, at the end of 
1981, of the agreement between the State and the enterprises, under which the latter were granted tax 
reductions in return for price reductions. 

iv) Construction. Expenditure on new constructions declined by 19%, after having already 
dropped by 8% in 1981, as a result of the slowdown in public (-15%) and private (-23%) investment 
(see table 2). 

This was reflected in sales of construction materials. Deliveries of cement on the domestic 
market were 18% lower than in 1981, and those of steel products dropped at a similar rate 
(see table 9). 

The public sector postponed the initiation of new works and held up some of those which had 
already been begun. Investment was concentrated on projects in the fields of energy (hydroelectric 
and nuclear power plants), transport (electrification of the General Roca Railway) and telephone 
communications. The construction of roads under the system of concessions (urban expressways) was 
virtually paralysed; those works which had already been completed presented a serious problem, 
inasmuch as the State had guaranteed the concessionaires a much higher income from tolls than was 
actually collected. Publicly-financed housing, for its part, suffered from the sharp reduction in real 
terms of the allocations earmarked for the National Housing Fund. 

The demand for housing and office space constructed by the private sector declined during the 
early months of 1982, leading to a heavy increase in the number of unsold units and discouraging the 
undertaking of new works. This situation was reflected in the substantial drop in the number of 
construction permits granted (30% in the Federal Capital, with even sharper drops in other cities). 
The trend in 1981 had been similar (see table 9). The lower profitability of financial investments 
during the second half of the year, however, stimulated the demand for real estate and this was 
reflected in signs of some recovery in the relative price of property, although towards the end of the 
year there was again a slowdown of demand. 

The debts contracted by buyers of housing gave rise to concern during 1982 because of the fact 
that in previous years it had become the general practice to include in housing finance arrangements 
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ARGENTINA 
a : Table 9 
ARGENTINA: INDICATORS OF CONSTRUCTION ACTIVITY 


. ere Ns aries EO ers ont heel Yew nied Se 
Construction permits granted 

4 (thousands of m2?) 
4 ag Capital f 1 442 1 634 1 430 1 016 
4 pasine _ 236 480 224 ins? 
4 pee i 640 630 424 243° 
4 4 a i 3 185 231 166 150 
Santa Fe ig 178 164 162 i355 
_ Deliveries of certain 
= aon materials® 
_ Sales of cement 5 482 6 609 7 050 6 535 5 394 
3 Public works 1 463 1 635 1 891 1 794 1 225 
3 Private works 4019 4 974 SU, 4741 4 169 

~ Sales of steel products for use in 

_ reinforced concrete 504 epi bap! 396 324 
Source: National Institute of Statistics and Censuses, Asociacién de Fabricantes de Cemento Portland, Instituto Argentino de 

f Siderurgia. ; 


a . . . 
Preliminary figures. 
First nine months. 
me : 
“First eight months. 
First eleven months 
To the domestic market, in thousands of tons. 
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an adjustment clause (using an index based on the interest rates on deposits) which caused payments 
to rise more rapidly than the real income of most families. Moreover, the reduction in the relative 
price of construction made it more difficult to pay off the loans by selling mortgaged units. Because of 
this, new regulations were issued towards the end of the year whereby debtors could choose to have 
the loans adjusted according to wage indexes. 

, The financial reforms implemented at mid-year, which made it possible to extend repayment 
periods and decreased the real interest rates on debts with banks, also helped improve the precarious 
financial position of enterprises in the construction sector. 

v) Electricity. The production of electric power increased slightly in 1982 (less than 3%). This 
growth was made possible by the rise in demand during the second half of the year. 

Hydroelectric power grew by 20%, to a total production of almost 17.5 million MWh, 
equivalent to 48% of total power production. This was partly accounted for by the completion of the 
El Chocén and Salto Grande plants. In addition, construction work on the Agua del Toro dam was 
completed and financial support was obtained from the Inter-American Development Bank for the 
construction of the Piedra del Aguila dam, which will allow for a 1.4-million-kilowatt increase in 
installed capacity. On the other hand, the initiation of the main works connected with the Yacyreta 
project was delayed. 

Thermal stations, for their part, ceased to be the most important source of electricity, as their 
production declined by 6%. Nuclear power production dropped by 34% and its share in the total 
dropped from 8% to 5%. 

Finally, electricity prices showed a rec 
level of prices. 


overy as they increased at a higher rate than the general 


c) Developments with regard to employment and unemployment 

The employment situation evolved in line with the aggregate production rate. During the first 
part of the year, when the recession grew worse, the unemployment rate continued to rise and 
industrial employment dropped. Thus, in Greater Buenos Aires the unemployment rate was 5.77 in 
April,? Le., the highest since August 1975. On the other hand, the slight recovery noted during the 


2If to this is added visible underemployment, Le., part-time workers who wish to work more, the rate goes up to around 


10%. 
oy 


second half of the year was reflected in a modest improvement in the employment situation 
see table 10). purse , 
4 pce the prolonged economic contraction, the labour market showed certain special 
characteristics. On the one hand, in contrast with what had occurred previously, there was no 
retention of labour in manufacturing, and employment declined at the same rate as production. To 
the cyclical causes for the decline in industrial employment was added a longer-term trend towards a 
reduction in the amount of labour used. In this regard, it should be noted that the number of workers 
employed in 1982 was more than 25% below the number employed in 1970. % 
The fact that this reduction was not reflected in even higher unemployment rates was due, 
among other things, to the absorption of a certain amount of labour by the tertiary sectors and a lower 
rate of participation in the job market. 


3. The external sector 


+ tees le sete 


a) Overall trends and financing of the balance-of-payments deficit 


Despite the big merchandise trade surplus of almost US$ 3 billion, the current account and the | 
variation in international reserves again showed negative results —a deficit of somewhat over 
US$ 2.4 billion and a drop of US$ 760 million, respectively, mainly because of the very high net 
payment for financial services (US$ 4.7 billion) (see table 11). External indebtedness thus continued 
to rise, while the level of the international reserves fell once again, although in both cases at much 
lower rates than in 1981. 

The total external debt increased by 9%, after having risen dramatically during the triennium 
1979-1981, when it grew at an average annual rate of 42 %. The increase in indebtedness during 1982 
was due entirely to the 20% increase in the external debt of the public sector, since private sector 
indebtedness decreased by 7%. Thus, the share of the public debt within the total external debt 
continued its upward trend, rising from 52% of the total in 1979 to 62% in 1982 (see table 12). 

The surplus on the capital account (almost US$ 1.7 billion) was double that of the previous 
year, although it was still equivalent to only one-third of the 1979 amount. The increase during 1982 
was due exclusively to the reduction of the negative balance on net short-term capital; the inflow of 
long-term capital dropped sharply, from over US$ 9.5 billion to only US$ 2.5 billion (see table 11). 


Table 10 
ARGENTINA: EVOLUTION OF EMPLOYMENT AND UNEMPLOYMENT 


1970 1975 1979 1980 1981 1982 


Capital and 


Greater 

Buenos Aires 48 5.0 2.4 2.8 2.0 2.0 2.3 22 4.0 5.0 pw! 5 yf 

Cérdoba 42 47 6.1 7.2 2.6 1.8 jal | Dey 2.9 47 48 aS 

Greater Mendoza 38 oe 4.1 44 2.8 3.4 1.4 3.1 4.2 5.3 48 33 

Greater Rosario 5.5 49 5.3 57 3.1 QT 43 2.4 5.0 6.5 8.3 8.4 

Greater Tucuman 109 104 8.4 6.9 5.9 49 6.3 8.3 ee 9.2 9.2 8.0 
1975 1979 1980 1981 1982 

Employment indexes (1970= 100) 

Manufacturing 119.3 95.6 88.2 

Public sector ie go 

(at 1 January) 116.2 114.2 112.3 111.7 


Source: National Institute of Statistics and Censuses and Ministry of Economic Affairs. 
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oe Table 11 
a ARGENTINA: BALANCE OF PAYMENTS 
(Millions of dollars) 
| 19771978 197919809 =D 
Balance on current accoun' 
Se aAk balaince t ; er sy aes -4 774 -4 057 -2 422 
_ Exports of goods and services 6 588 7 483 SAT7 9 891 10 844 5 1 
Goods FOB , 5 650 6 401 7 810 8 022 7 600 
Real services o ae 
r 935 1 083 1 366 1 870 1 695 1 
. Transport and insurance 439 475 605 81 937 
__ Travel 212 278 266 345 ne 446 
_ Imports of goods and services 4711 4 962 8 774 13 081 1 » a 
_ Goods FOB 3 799 3 488 6 027 9 394 8 232 4670 
Real services” g12 («47d 688 3.300 7510 
Transport and insurance 459 510 905 1 271 enn ae 
__ Travel 188 588 1 266 1 792 i piss 130 
- Factor services -782 -734 -973 1 607 . ei 
Profits -368 -274 -428 : 585 2 a mois 
Interest received 128 315 681 1 229 376 323 
seg paid ar -720 -1 175 -2 175 -3 435 -4 236 
Unrequited private transfer payments 33 8 35 33 3 % 
Balance on capital account 719 302 4760 2 176 864 1 660 
Unrequited official transfer payments -1 21 22 0 0 0 
_ Long-term capital 476 1520 3 156 4 492 9 538 2501 
Direct investment 144 273 265 788 917 295 
Portfolio investment 0 102 223 153 1 123 1 443 
Other long-term capital 332 1 145 2 667 3 550 7 498 763 
Official sector“ -203 -954 0 478 949 -233 
Loans disbursed 99 4] 50 510 1 022 490 
Amortization payments -210 -914 -43 -36 -47 -723 
Commercial banks“ 63 101 198 -65 136 529 
Loans disbursed 66 124 236 89 171 640 
Amortizations payments -3 -22 -37 -155 -36 -111 
Other sectors“ 472 1997 2 470 3 138 6 413 467 
Loans disbursed 1 047 3 745 5-157 4231 7 993 2 316 
Amortization payments -575 -1 588 -857 -1 229 -886 -1 849 
Short-term capital (net) 109 -1 246 1 341 -2 011 -8 434 -4 739 
Official sector -399 335 180 313 299 -211 
Commercial banks 20 -27 -286 -365 25 98 
Other sectors 488 -1 554 1 447 -1 958 -8 758 -4 626 
Errors and ommissions 135 9 243 -307 -245 3 898 
Global balance“ 1 846 2 138 4225 -2598 -3193 -762 
Total variation in reserves (minus 
sign indicates an increase) -1 827 -2 236 -4 424 2 666 3 452 762 
Monetary gold -7 -4 -3 -1 0 0 
Special Drawing Rights 1 -121 -116 -1 -76 404 
IMF reserve position 0 -169 -34 -133 57 178 
Foreign exchange assets -1 710 -1 522 -4 272 2 801 3 471 180 
Others assets 0 0 0 0 0 0 
Use made of IMF credit -111 -419 0 0 0 0 


Source: 1977-1981, International Monetary Fund, Balance of Payments Yearbook; 1982, ECLA, on the basis of official data. 

*Preliminary figures. 
Real services also include other official and private transactions, but not factor services. 

“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 

4“The global balance is the sum of the current acco 
variation in reserves (of opposite sign) and the g 
of Special Drawing Rights, and variations due to revaluation. 


unt balance plus the balance on capital account. The difference between total 


lobal balance represents counterpart items: monetization of gold, allocation 


oo 


This behaviour of the capital flows, however, was not enough to offset the persistent deficit on 
current account, and the international reserves consequently went down by over US$ 760 million, — 
which must be added to the abrupt drops of 1980 and 1981. At the end of 1982, the level of the 
reserves was less than 30% of that reached at the end of 1979. ym , " 

Thus, despite the effort that was made to reduce imports, the country s international payments 
position remained critical. This was accounted for by both external and internal factors. In 1981 it was 
already clear that an adjustment in the balance of payments was called for, in view of the high level of 
indebtedness and the heavily negative trade balances. However, the devaluations put into effect 
during that year did not balance the current account nor did they bring about a recovery of reserves. To 
this difficult initial situation was added, in 1982, the unfavourable trends in the international 
markets: while high interest rates raised the negative balance on the services account, the sharp fallin 
export prices made it more difficult to generate surpluses with which to pay it. 


» sit sy 


Table 12 
ARGENTINA: EXTERNAL DEBT AS AT THE END OF THE YEAR 


(Millions of dollars) | 


1978 1979 1980 1981 1982* 

Total 12496 19034 27 162 35 671 38 736 

Public 8 357 9960 14459 20024 24109 

Private 4 139 9 074 12 703 15 647 14 627 

External debt/exports of goods and services 1.66 2.07 2515) 329 4.11 
Percentage of the debt maturing in the next 

two years Sul 56.4 60.4 58.2 59:1 


OO 
Source: Central Bank of Argentina 
“Includes registered external debt, plus arrears of all types. 


Table 13 


ARGENTINA: EVOLUTION OF INDEXES OF REAL EFFECTIVE EXCHANGE 
RATE FOR EXPORTS AND IMPORTS’’ 


(1980 = 100) 
SS EE eee eee 
Average” Exports Imports 

1975 192.3 195.9 
1976 126.4 1293 
1977 163.6 166.1 
1978 148.3 149.3 
1979 112.0 111.4 
1980 100.0 100.0 
1981 123-5 128.1 
I 94.1 95.7 
II 116.2 121.5 
Ill 134.2 139.7 
IV 147.4 150.9 
1982 160.3 166.0 
I 132.3 136.7 
II 146.6 Lives’ 
Ill 184.9 191.3 
IV 156.4 163.2 


Source: ECLA, on the basis of information supplied by-the International Monetary Fund in International Financial Statistics, 
These indexes are obtained by adding the indexes of the real exchange rate relating to each country, weighted according to the 
geographical composition of exports or imports, considering the main commercial flows of ‘Argentina For a deat 
explanation of the methodology used, see Part Three of the 1981 Economic Survey. 

The information on exchange rates is taken from line rf of International Financial Statistics, except for that pertaining to the 


Merten and 1982, for which the figure used is the 50/50 average of the commercial rate and the financial rate. 
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oe Table 14 
ARGENTINA: EVOLUTION OF EXCHANGE RATES AND PRICES”” 


4 


Unit 
Exchange rate Index of prices in _—_ Index of prices in price Relative prices” 
dollars at the pesos at the trade index 
Pesos per se trade rate of rate of exchange (non- Of Of 
commer- 4 exchange ee ae ex- im- 
Gat pes 6 ER Im- tural ported _ ported 
dollar? oe Im- Ase Lair whole- goods _— goods 
orts ports x )x(4) sale)‘ (5)/(7)  (6)/(7 
ES at) (2) (3) (4) (5) (6) (7) (3) 6) 
1977 410 44 89 80 39 35 30 130 117 
1978 799 85 92 99 78 84 75 104 112 
1979 1 320 141 116 122 164 172 187 88 92 
1980 1 841 196 137 127 269 249 337 80 74 
1981 4411 471 135 121 636 570 724 88 79 
1982 21 897 2 Ae, 116 116 esgfale yi psine 2 498 109 109 


Source: ECLA, on the basis of official data. 

“The base for all indexes is the last quarter of 1978 =100. 
Does not include adjustments for taxes, surchargers, reimbursements or other forms of subsidies. 

*Seller price, average for the priod. 
As of 13 September 1982, this rate represented a combination of the commercial exchange rate (weighted at 85 per cent) and 
the lao sig exchange rate (15 per cent). As of 1 October 1982, the weights used were 80 per cent and 20 per cent, 
respectively. 

eDeclignitiary figures. 


The foreign trade policy was changed on several occasions in the course of 1982, partly because 
of the changing political situation. During the first quarter, following the unification of the exchange 
rate in late 1981, free convertibility was maintained and the exchange rate remained stable. Then, 
during the conflict in the South Atlantic, the foreign payments system was changed substantially 
through the application of a devaluation that was partially offset by export taxes, in order to increase 
fiscal revenues, while quantitative restrictions on imports were established. Financial movements 
were also subjected to controls in order to halt a probable outflow of capital, and the payment of 
financial transactions was deferred. 

The authorities which took over in July maintained the exchange controls. As they saw it, it was 
necessary to raise the exchange rate in order to encourage exports and to provide incentives for the 
inflow of capital, but the devaluation that would have been required to balance the external accounts 
would have put excessive pressure on real transactions. Therefore, the exchange market was again 
split, with the financial exchange rate undergoing a sharp devaluation (the price of the dollar rose by 
over 100%) and the exchange rate on the commercial market undergoing a smaller change. Also, the 
renewal of loans with exchange insurance and the inflow of swaps were encouraged. 

During the latter part of the year, the new economic authorities considered that the exchange 
parity on the commercial market was inadequate and that maintaining different exchange rates 
—with a large difference between the commercial and the financial markets and between the 
financial and the parallel markets— fostered irregularities in export and import exchange 
transactions. Therefore, increasing percentages of commercial transactions were transferred to the 
financial market, until November, when the exchange rate was again unified. The Government also 
expressed its intention of maintaining the rea! exchange parity of the peso through frequent 
adjustments in the exchange rates, linked to the domestic inflation rate. ; 

These exchange policies led to an increase of approximately 307 in the effective real exchange 
rate for exports (see tables 13 and 14). This increase, however, fails to reflect the large variations 
which had occurred throughout the year. Between January and June, the real exchange rate remained 
relatively constant, but in July it rose abruptly and then fell steadily until November, rising slightly in 
December (see figure 2). 

The concentration of maturities during the second half of 1982 made it necessary to negotiate a 
refinancing of the external debt. The negotiations proved difficult because of the urgency with which 
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_ ARGENTINA: MAIN FOREIGN TRADE INDICATORS 


1977 __1978 1979 1980 1981. 1982" 


> 


a os G rates 
Exports of goods ii 
2 af 44.2 13.3 22.0 2.7 14.0 -16.9 
nia ora 40.6 9.5 -1.2 -12.6 16.9 -5.6 
Unit value 2.6 35 23.6 17.5 -24 -12.0 
Imports of goods 
ei : 374 -82 72.8 55.9 -124 -43.3 
_ Volume 30.0 -18.0 40.8 54.5 -14.5 -40.4 
Unit value Fr 12.0 2247, 0.9 25 -49 


Indexes (1970 = 100) 


_Terms of trade 86.3 Vee 81.1 94.2 89.1 82.2 
Purchasing power of exports of goods roe is = TOU ROTO Ory rare 
Purchasing power of exports of goods 
and services 1403 1504 1587 1608 1678 1446 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 


they were undertaken and also because of the terms imposed by the creditors, particularly the British 
ones. The Government based its policy on a stand-by agreement with the International Monetary 
Fund. The financing negotiated amounted to US$ 2.2 billion, including a loan to compensate for the 
fall in exports. Because these funds were to be received in early 1983, the authorities negotiated a 
short-term “bridging” loan with foreign banks for US$ 1.1 billion and another US$ 500 million 
dollar loan with the Bank for International Settlements. A further loan of US$ 1.5 billion from 
commercial banks was also envisaged, as well as the consolidation and extension of public sector debts 
with the international financial system (for maturities pending in 1982 and maturities anticipated up 
to the end of 1983) in the amount of around US$ 6 billion (at 7 years with a 3-year grace period). 

The debts of the private sector presented special problems. On the one hand, some payments 
were in arrears and this made it difficult to obtain new loans and caused the relevant “risk premiums” 
to rise. On the other hand, a substantial amount of swaps and loans with exchange insurance began to 
fall due in the last months of 1982 and the debtors were not able to pay them in full. The Government 
then offered the holders to exchange insurance the option of renewing their loans through direct 
negotiations with their creditors or transferring the debt to the State; in the latter case, the 
Government would refinance their loans by issuing them with five-year foreign currency securities 
for a total of US$ 5.5 billion. For the payment of swaps, a similar bond issue would be made in the 
amount of US$ 1.5 billion, for a term of 36 months. These measures were aimed at preventing 
excessive pressure from being put on the demand for foreign currency, at beginning to regularize 
overdue payments, and at achieving an improved debt profile. However, the extension of repayment 
periods meant increasing the cost of refinancing, especially with respect to the value of exports, 
which had shown a clear drop since the middle of the year. 

i) Exports. In 1982, the value of exports dropped by 17% to US$ 7.6 billion. This was the first 
decline since 1975 and was in sharp contrast with the 21% average annual growth rate of the value of 
export sales in the period 1976-1981. The 1982 contraction was mainly due to a considerable drop in 
prices (-12%), as well as to a drop in the volume of exports (-6%) (see table 15). i 

Sales of pampas products went down across the board. The weakness of the international 
cereals market (reflected in an almost 20% drop in export prices) was accompanied by a substantial 
reduction in volume, the latter being due partly to a decline in production and partly to an increase in 
domestic consumption of fodder and the retention of stocks by exporters as they waited for exchange 
rates to improve. In the case of oilseeds, the volume exported rose significantly as a result of the 
increase in production of soya and sunflower seed, but even so the sharp drop in international prices 
neutralized the effect of these increased volumes, so that the export value was slightly lower than in 
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1981. Likewise, the larger volume of meat sales did not compensate for the fall of unit values 
(see table 16). 

The value of exports of industrial goods, which in 1982 represented 30% of total sales, was 
similar to that of the previous year. Here, too, prices were lower, although not so much as in the case 
of commodities. Exports of industrial products improved with the recovery in real exchange rates, the 
contraction of domestic demand and, up to April, the existence of special measures to encourage new 
exports. Thus, machinery exports amounted to some US$ 600 million; fuels, to US$ 550 million; 
chemicals, to US$ 400 million, and iron and steel products, to US$ 350 million. Fuel exports, 
however, represented a decline with respect to the large amounts registered in 1981. 4g 

ii) Imports. The value of imports of goods dropped sharply (-43%) in 1982. This was mainly 
the result of an equally sharp drop in the volumes imported (-41%), together with a 5% drop in unit 
values, the first in at least 12 years (see table 15). | 

Imports of intermediate goods declined sharply (-30%) as a result of the slowdown ofindustrial 
activity, the increased competitiveness of domestic industries producing inputs (thanks to the 
successive devaluations), the running down of stocks and the increase in administrative restrictions. 
This decline came on top of the 8% reduction of such imports in 1981, which however had followed a 
dramatic 150% increase during the biennium 1979-1980. Imports of fuels and lubricants dropped 
sharply (-349%) for the second year in a row (see table 17). 

Imports of final goods also declined for the second year running, and in fact much more sharply 
than in 1981: imports of capital goods dropped by 51%, compared to 14% in 1981, mainly owing to 
the fall in total demand for investment, while imports of consumer goods, which had declined by 12% 
in 1981, dropped sharply (by 77%) in 1982, after having grown at an average annual rate of 140% 
during the period 1978-1980. 

As a result of the above, the share of consumer goods in total imports also dropped substantially 
in 1982 to only 7%, compared with 18% two years before. This proportion was very similar to that of 
the early 1970s (5%) (see table 17). The share of intermediate goods, on the other hand, rose from 
49% to 62% between 1980 and 1982. 


bo paw 


Table 16 
ARGENTINA: VALUE AND COMPOSITION OF EXPORTS OF GOODS, FOB 


Millions of dollars heres Growth rates 


1979 1980 1981 1982° 1970 1980 1982* 1980 1981 1982* 


Total 7810 8021 9 144 7625 100.0 100.0 100.0 2.7 14.0 -16.6 
Agricultural products 6 058 5 891 6799 5297 86.4 73.4 69.5 -2.8 15.4 -22.1 
Livestock products 2 087, -1:752:.1. 792 a1 464-395 521.8,..19.2 = 164 2.7 _-18.6 
Meat 1,229. 29695 = 9325 2806" 224-05 e120) = 10.6, 3-2 12 somes 
Wool, anima! hair and 
horsehair 239 286" 556 204) EO BD, SP A197? CIS 2 ess 
Hides and skins 462 363 388 298 B\D: 4.5 3.9021 Aiemt6, 9 2a 
Other livestock products 157. 134; 141 (126i, oA Qe soAbTnead Od glAGi bat eee 
Crop-raising products 3 769 3998 4863 3644 467 498 478 61 216 -25.1 
Cereals Loe ate 920 03 lO mea ty ee 0.4 67.6 -348 
Oilseeds se 1 407 1 329 1 184 1 161 810°"16:6"" “15:2 = 325 1 Ont 
Other crop-raising products 627 ‘! 9279 SaP99 O° 580) * 77) SEES Seed C780 See -23.6 
Fisheries 202.14. ABP or 189 i O2rb «kS ee 2Su+30.2 525 eee 
Industrial products 1752 2130 2345 2328 13.6 26.6 30.5 21.6 10.1 -0.7 
Fuels ; 50min 2805. 5618 sm Sol 0.4 a) 7.2 460.0 120.7 -10.8 
Other industrial products 1,702, L850) L127 Al Tae 1S 2 ee D3 cll 2523 8.7 -6.6 29 


Source: ECLA, on the basis of official data. 
Preliminary figures. 
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Table 17 
ARGENTINA: VALUE AND COMPOSITION OF IMPORTS OF GOODS, CIF 


4 “ 
= 


Millions of dollars ibe a Growth rates 


1979 1980 1981 1982* 1970 1980 1982 1980 1981 1982* 


Total 6700 10546 9430 5350 100.0 100.0 100.0 57.4 -10.6 -43.3 


"Capital goods | 1568 2392 2059 1000 216 227 187 526 -139 -514 
4 Fuels and lubricants L208) Re ROL OT es 67007 02) 2-59 5S) AAS SRB 
__ Intermediate goods 3 314—. 5 120. <4 728-- 3.310, -68.8,. 48.5... 61.9 545 --7.7 °-30.0 
-s Chemical products 1041 = 1 223 936 oe ee SRW RS wa 2 LIF ea sé 
~~ Paper and pulp 197 305 288 See 2 PRS, 48° 65:6 
Metals and metal products, 
Z electrical equipment, and 
_ spare parts for machinery 

and transport equipment este 0p 2 102 oo, Ot ee. = Se OW 
_ Other intermediate goods 845 1284 1 402 (OO al Fae yay Sy ssi 
~ Consumer goods 700-1857 St 632 370° 49 A176 69. 165.3..-121) si5 
- Source: Central Bank of Argentina, and ECLA, on the basis of official figures. 
~ “Preliminary figures. 
- 

4. Prices and wages 
a) Prices 
Price rises again accelerated to rates comparable to the peaks noted in the mid-1970s; thus, 
consumer prices rose by 210% between December 1981 and December 1982, while wholesale prices 
rose by 311% (see table 18). 
After rising sharply in January 1982 —as a result of the devaluation implicit in the unification 

* of the exchange rate at the end of 1981— the price indexes rose more slowly in the following months; 


between February and May, the consumer price index increased at an average rate of 4.3% per month. 
These rates were not maintained, however, because of the persistence of financial difficulties and 
external sector problems, which finally led in July, to devaluation and the reform of the banking 
system. The sharp rise in prices of tradeable goods and the fall in the money supply resulting from 
these measures brought about a sharp increase in domestic prices. Hence, the consumer price index 
rose at a rate of 16% per month during the third quarter of the year and the wholesale price index rose 
at a rate of 21% per month. During the last part of the year the inflation rate went down somewhat, 
although it still remained extremely high, with the price indexes varying, on average, at a rate of over 
11% per month. 

Relative prices showed quite a definite trend, typical of periods of adjustment in the balance of 
payments. Thus, internationally tradeable goods (particularly imported goods) became more 
expensive with respect to goods oriented towards the domestic market, while prices of services 
increased to a lesser degree than prices of goods (see table 18). This latter phenomenon was also due 
to the policy with regard to public utility rates, which allowed the revenues of State enterprises to 
deteriorate during the first part of the year. During the last quarter, however, the authorities 
announced their intention of increasing the real value of utility rates, which meant raising them faster 
than the general level of prices. : 

The former system of allowing prices to be set freely was maintained during the first half of the 
year. After the political changes of July, however, the Government decided to establish a system of 
setting prices by agreement, whereby enterprises undertook to change prices only in line with their 
costs, in return for credit support and preferential treatment with regard to government purchases 
for enterprises which agreed to this arrangement. This objective was not fully achieved, however, 
‘nasmuch as no effective system of price intervention was established. 
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b) Wages 


es dropped sharply in 1982, for the second year in a row. Real wages of workers in the 
ake Seay on cone somewhat over 10% in 1982, after having declined ata similar 
rate in 1981. Because of this, and despite the increase in productivity of the manufacturing sector 
throughout the 1970s, the average real wage in industry in 1982 was 20% lower than that of 12 years 
before. After having risen considerably in 1980 and suffered a moderate decline in 1981, real wages in 


the public sector dropped by almost 20% in 1982 (see table 19). 


Along with the rise in unemployment, this decline of real wages aggravated social tensions and 
led to changes in the policy on incomes. Beginning in July, the authorities abandoned the official 
policy of not intervening in the fixing of private-sector wages. Thus, the Government adjusted the 


“base” wages so as to bring them closer to the amounts actually paid and decreed overall increases in 
the latter. Likewise, improvements were made in public-sector wages, which had deteriorated 
seriously as a result of the freeze imposed at the beginning of the year. Consequently, towards the end 


Table 18 
ARGENTINA: EVOLUTION OF DOMESTIC PRICES 


oe 


S77 1978 1979 1980 1981 1982* 
Variation from December to December 
Consumer prices 160.4 169.8 139.7 87.6 15k3 209.7 
Food and beverages 146.9 169.9 137.8 81.7 135.8 218.4 
Clothing 1293 154.3 121.0 54.8 104.8 389.4 
Housing, fuel and electricity 339.6 165.1 133.0 109.0 111.8 181.2 
Wholesale prices 147.1 143.3 128.9 57.5 180.2 311.3 
Imported products 1275 65.5 105.7 59.6 237.5 497.3 
Domestic products 148.8 149.4 130.1 57.4 177.5 300.7 
Agricultural 130.5 15527 115.8 36.1 212.8 314.0 
Manufactures 156.9 146.8 135.9 65.4 166.6 2959 
Variation between annual averages 
Consumer prices 176.0 175.5 1595 100.8 104.5 164.8 
Food and beverages 187.1 163.5 168.7 95.1 99.2 178.4 
Clothing 109.5 147.8 150.0 69.1 81.4 188.3 
Housing, fuel and electricity 447.1 186.5 151.0 104.6 yi ga Te: 133.8 
Wholesale prices 149.4 146.0 149.3 75.4 109.6 256.2 
Imported products 126.2 yao 93.0 74.5 ey: 377.1 
Domestic products lee 152) LS27 TRS 107.4 249.2 
Agricultural 163.6 141.6 150.8 63.0 93.9 293.2 
Manufactures 146.9 156.6 153.5 80.4 1122 234.8 
Source: National Institute of Statistics and Censuses. 
“Preliminary figures. 
Table 19 
ARGENTINA: EVOLUTION OF WAGES 
Lal 1978 1979 1980 1981 1982 
Average real wages of manufacturing workers 
Variation between annual averages -1.5 -1.8 14.8 12.0 -10.8 -10.4 
Variation from December toDecember 7.4 a5 225) 7.0 -15.8 5.0 
Average real wages of public sector employees 
Variation between annual averages s =a 1.0 4.2 
Variation from December to December s a 35 sei oe ie 


Source: ECLA, on the basis of official figures. 
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# ms Table 20 
e ARGENTINA: MONETARY POSITION 


a End-year balance (million 
; millions of pesos) 

1979 1980 1981  1982* 1980 1981 1982% 

Money 13.8 27.4 46.1 148.6 97.8 68.5 222.3 


Growth rates 


-Notes and coins 79 16.4 30.2 87.3 108.6 84.0 

: : s } ; , 189.0 

4 Demand deposits 6.0 10.9 if). 2) 61.3 83.5 453 ~ 285:6 

= Factors of expansion 49.7 89.3 228.3 667.1 79.8 155.7 192.2 

5 Foreign sector 2.6 -9.1 -77.0 -362.8 

2. Domestic sector 47.0 OR4°=* 3054" 1°029.9'" "109.3 °9 2102" 2573 

‘3 National government 4.1 13.8 TSFPeO 2924 19002373" + PSIG ZT 

J Private sector 40.0 83.4 222.0 680.1 108.5 166.0 206.4 

- Monetary regulation 29 i2 4.7 S73 -59.2, 2974 1113.4 

__ Factors of absorption 35.8 61.9 182.2 518.5 72.8 194.2 184.6 
Quasi-money (savings and time 

r deposits) 2931 52.8 113.7 232.0 81.2 115.2 104.1 
Other items . 6.7 a oto fe Pai 3) Sy B62 Gila aba 


ce aN 


Source: Central Bank of Argentina. 
_ “Preliminary figures. 


of 1982 real wages showed some recovery, although they were still quite low. This explains why there 
was a moderate rise in real wages in industry between December 1981 and December 1982, despite 
the fall mentioned above when analysing the evolution of the averages. 


5. Monetary and fiscal policy 
a) Monetary policy 


The growth of the total private sector money supply (M2) came to 140% in 1982, as compared 
~ with 99% in 1981. This variation was much smaller than the variation in prices: measured in terms of 
the consumer price index, the real value of M2 dropped by around 25% in 1982. By contrast with what 

happened in previous years, the money supply in its narrower sense (M1) grew relatively more than 
interest-bearing deposits (see table 20), and its share in total monetary resources rose from 29% in 
December 1981 to 39% in December 1982. 

During the first part of the year, monetary policy was contractive, in keeping with the 
authorities’ intention of reducing inflation through the deceleration of expenditure. Thus, limitations 
were placed on the indebtedness of the public sector with the Central Bank, while the external sector 
continued to be a factor of monetary absorption. Despite this, during the first quarter the monetary 
base grew at a rate of around 6% per month (similar to that of 1981), owing to the rapid increase in 
rediscounting by the financial system. 

During the conflict in the South Atlantic, the Government continued to restrict monetary 
financing of the public deficit and there was a deceleration in the primary creation of money. 
However, as mentioned in the introduction to this note, the monetary policy had to deal with the 
problems posed by an incipient increase in interest rates and the danger that funds might be 
withdrawn ona large scale from the banks. To this were added the serious difficulties encountered by 
many enterprises in meeting payments, which further increased the portfolio of overdue obligations 
of the financial intermediaries: a situation only partially alleviated by the establishment, towards the 
end of 1981, of Debt Consolidation Bonds. In response to this situation, the authorities continued to 
increase their advances to banks and reduced the reserve requirements in order to avoid a contraction 
of credit. Consequently, the M2 money supply rose at a rate of 7% per month during the second 
quarter: i.e., faster than the consumer price index. . 

The second part of the year was marked by adjustment to the financial reforms of July. The 
change in the financial system was aimed at achieving several objectives at the same time. In the first 
place, the authorities sought to establish a mechanism for refinancing bank debts, in order to prevent 
enterprises from becoming insolvent and to reduce the need for issuing more money to assist the 
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financicial system. In the second place, they wished to discourage the o— or pe 
liquid assets, with the immediate purpose of increasing the demand for is ap gnrors eee he 
growth of a market for longer-term credit. The authorities also felt that if c ose su aa oo 
(including public securities such as treasury bills) could be made less attractive, it would be possible 


lly to slow down inflation. y gle 
Se The financial reforms involved a segmentation of the loan market. The banks transferred to the 


Central Bank their portfolio of deposits and these became part of the nS eee ee 
abrupt rise of this series during the second half of 1982). In return, the Centra Ba . aes - 
so-called “basic loan”, which was to be used by the intermediaries to refinance their clients de es wit 
a term of 7 years. The interest rates on these loans and on deposits of less, than 90 days were su’ ject to 
regulation by the monetary authority. Initially, a rate of 6% per month was set for we i cote ee 
and 30-days deposits, while much lower rates were set for shorter-term deposits. The Pastel a 
also authorized a segment of credits at free interest rates. A minimum time limit of three months was — | 
set for deposits in this market, which were not officially guaranteed or subject to reserve — | 
} 


requirements, although the total amount of such deposits that each bank could receive was limited to 
the equivalent of 12% of its portfolio of deposits in the regulated segment (this percentage was later | 
increased to 20%). Finally, the authorities created a category of indexed deposits for terms of more | 
than one year (a limit which was later reduced to six months) which were guaranteed by the Central 
Bank and for which there was a 100% reserve requirement and a system loans readjustable according 

to a list of seven price indexes from which the borrower could choose. 


Because of these changes in the types and yields of financial assets, it is difficult to interpret the 
monetary variables for the period following the reform. It was clear, however, that the public reacted 
by reducing its demand for bank deposits: with a higher level of activity and a sharp acceleration of 
prices, the growth rate of M2 only rose to 8.4% per month. 

After the financial reforms, the monetary policy was implemented mainly through the 
extension of rediscounts to banks. This became the main source of primary money creation, greatly 
exceeding Central Bank loans to the public sector. The Central Bank directed its financing mostly to 
the commercial banks. 

The policy applied with respect to the money supply was aimed at striking a balance between 
providing enough liquidity to a certain dynamism in domestic activity and achieving certain external 
equilibrium objectives. The dilemma involved here was also evident in the management of the 
interest rates. During the first few months after the financial reforms, the large gap between the rates 
established for refinancing loans and the rise of prices allowed for a rapid reduction of the real value 
of the debts already contracted. Although this had been one of the objectives of the reform, towards 
the end of the period the authorities showed concern at the effect that negative interest rates might 
have on the demand for foreign currency. Hence, the returns on regulated deposits and loans were 
gradually increased and the authorities announced a policy aimed at keeping interest rates close to the 
variations in prices. 

Although, as already noted, the reduction of the real value of bank debts alleviated the financial 
burden of enterprises, the cost of credit outside the regulated system remained high. On the free 
financial market, there were large differences between the rates received by depositors —which were 
lower than the inflation rate— and those applied to loans, which towards the end of the year had 
reached clearly positive real values. 


b) Fiscal policy 


The most notable aspect of fiscal behaviour in 1982 was the reduction of the deficit of the 
National Treasury with respect to expenditures to 32%, compared with 45% in 1981 (see table 1). 
There was also a reduction in the consolidated deficit of the public sector (including the national 
government, provincial governments, public enterprises, the Municipality of the City of Buenos 
Aires, and the National Social Security System), from over 7% of the gross domestic product in 1981 
to only 3% in 1982. 

This decline was mainly the result of a reduction in expenditures, and particularly in wages, as a 
result of the freeze on wages applied during the first half of the year. The readjustments made during 


the second half of the year did not compensate for the reduction, in real terms, during the first part of 
the year (see table 21). 
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se Table 21 
ARGENTINA: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 


Million millions of pesos Growth rates 
a aed 980 198 ee Oe 
.Current income O5e17.4° 339 909 79.8 
: f 3 : h E 97.9 168.3 
Tax revenue GSe 615.5 2 29358 822 123.9 92.2 180.4 
Non-tax revenue 2.7 1.9 4.5 8.6 -31.3 144.5 89.9 
- Current expenditure 10.3 22.1 486 1146 114.2 1204 135.7 
_ Wages and salaries 3.9 9:2. 9177, — 38.8" = 135.8 92.6 119.5 
by Non-personal goods and services eal 2.4 55,5, 112. OF 25.2.5, 150 5268 
Zz Interest 0.4 0.1 0.4 1.8 ashy Sees Sr457/ 
a Transfers : AG ee  245¢ 96.0. 1109" ai5a2 130.8 
o- - Other current expenditure 0.1 0.2 0.7 5) 191.0 2225 649.3 
3. Current savings (1-2) -0.8 -4.9 -14.7. -23.7 
_ 4. Capital expenditure 1:6 —.~2.9). 101 19.5 87.1 282.2 75.5 
_ Real investment 1.0 1.6 48 7.9 66.3 197.8 64.7 
r¢ Loans (net of repayments) 0.6 1.3 63 115 20 388.7 83.8 
5. Total expenditure (2 + 4) 11.9 25.0 59.7 134.1 110.6 139.3 124.5 
f 6. Deficit (1 - 5) 2.3 aki: pa VB 
7. Financing of deficit 
Central Bank - 98 27.8 70.6 
Unified Official Account Fund 1.0 1.6 1.6 6.2 
Issue of securities 43 Daf AO Nee 4D 
Bond amortization payments ey e172 — =70:4 
Others -0.1 -0.5 2231726 


nS 


_ Source: National Treasury of Argentina. 


Payments by the Treasury in respect of public investments also declined considerably in real 
terms. Transfers by the Treasury (including those made to public enterprises and other government 
agencies and to provincial governments, and those made in respect of liabilities) increased by a 
similar degree to total expenditures, but less than taxation. 

The total tax burden (including all levels of government and the National Social Security 
System) dropped for the second year in a row, reaching its lowest value since 1976. This was due to the 
lower yield, in real terms, from value added tax and other indirect taxes, which fell more than in 
proportion to the decline in the level of activity, as did revenues from social security contributions. 
This fall in tax collection was partly offset by taxes on fuels and on wealth, imposed under the 
emergency measures adopted during the conflict in the South Atlantic. In addition, export taxes were 
increased as a result of the application of higher levies (the amount collected in this regard increased 
ninefold). The tax revenues of the National Treasury grew slightly faster than the average annual 
variation of the consumer price index (see table 21): this is explained by the fact that the taxes which 
were raised the most represented a greater share of such revenues than in the public sector as a whole. 

Rates of public utility companies were not adjusted during the first part of the year, in keeping 
with the stabilization programme attempted during that period. This aggravated the financial 
difficulties of State enterprises, and during the second half of the year the authorities tried to correct 
the situation through successive rate increases which caused charges to rise faster than the general 
level of prices. = 

As regards the financing of the deficit of the National Treasury, several policies were 
implemented in the course of the year. Specifically, during the first part of the year the authorities 
tended to restrict loans from the Central Bank to the public sector. After the political changes of July, 
however, as mentioned above, public securities were gradually redeemed, and this was reflected in the 
reduction of the total amount of securities held and in the increase of financing to the government 


channeled through the Central Bank. 
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ugh in itself to affect economic activity; nev i SS. 
legree slitical instability which existed throughout the entire year it cat 
rat of the institutional changes in the final quarter was so great as to have ha 
nt influence on the course taken by the economy. One of the most widely accepted views in 
y is that the events of 1982 were a result of the various policies that governed the economy 
the 1970s, in combination with the effects of the international economic crisis. _ 
stly, the productive sectors proper were troubled by a series of problems that were becoming 
demic. Agriculture, despite its steady growth, had to deal with such traditional limitations as 
etbacks in the yields of some crops, the application of inappropriate pricing policies and the 
_ shortages of technical, economic and financial resources which beset small-scale farmers. Similar 
constraints were felt by the mining and hydrocarbon sectors, in which the drop in ore yields, the 
_ depletion of deposits, the use of out-dated technology, high extraction costs, the companies’ financial 
_ difficulties and lack of capital formation, in addition to other obstacles, caused production volumes to 
_ drop. Industrial activity —which, in comparative terms, was less significant than the foregoing— 
continued to suffer from the small size of the domestic market and from the overuse of imported 
- inputs; the latter meant that supply difficulties had immediate repercussions on the manufacturing 
sector's opportunities for expansion. 
g The rates of variation in the product generated by each sector of economic activity show that, in 
general, the goods-producing industries expanded less than service industries during the 1970s. The 
period which most clearly illustrates this situation is the five-year period between 1975 and 1980, 
when the gross domestic product grew by an average of 3.8% per year, agriculture expanded by a 
similar percentage, and manufactures rose somewhat more, whereas there was a sharp drop in 
mining of more than 4% annually. On the other hand, transport rose almost 10%, financial and 
insurance institutions grew more than 5%, and community and governmental services expanded by 
about 4.5% (see table 3 below). 
7 Other macroeconomic variables demonstrated that the small increases in total income were 
primarily devoted to consumption, and domestic savings were therefore insufficient to give 
continuity to the investment process. Thus, between 1975 and 1980 consumption rose at an annual 
rate of 5%, whereas domestic investment stagnated. 
Because favourable prospects were opening up 
trends did not appear to endanger the economic growth process. In the early years of the 1970s, the 
increase in the price of oil and other raw materials caused great hopes to be placed ina future influx of 
foreign exchange from exports. Despite the fact that the value of external sales of goods grew at the 
quite rapid rate of 9% annually between 1975 and 1980, however, imports expanded even more 
rapidly (13% annually). Nevertheless, because there was an ample supply of funds in international 
markets during those years, the imbalances which were produced on the current account were offset 
by the capital inflows from borrowing, ! since throughout the period direct and portfolio investments 


were slight. 
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for the external sector, however, the above 
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1 Between 1971 and 1980 long-term capital inflows increased 22% yearly, while short-term capital inflows rose 54% 


annually. 


a 1 


At the same time the behaviour of the public sector made the fiscal deficit very difficult to 
control. Between 1971 and 1980, the central government's total expenditures? increased 33% per 
year, but since current income increased at a rate of only 27% annually during the same period, the 
deficit expanded from 1.4% of the product in 1970 to 9% in 1980. This problem grew markedly 
worse as from the second half of the 1970s: the rates of variation in the total expenditures and current 
income of the central government indicate that, while total expenditures increased more than 25.4% 
yearly between 1975 and 1980, current income grew only 15.1%. Despite attempts to do so, these 
deficits could not be financed through the conventional means of raising taxes and attracting current 
savings, and there was thus no alternative but to turn to external borrowing and make use of the 


Central Bank. 
The inordinate increases in the money supply,’ which were not matched by equivalent 


increases in the production of goods and services, caused inflationary pressures to increase, thereby 


lowering the purchasing power of wages and affecting the real exchange rate. 

Finally, once the sources for medium- and long-term external borrowing began to be exhausted, 
funds were borrowed on a short-term basis, which entailed harder lending terms with regard to loan 
periods and interest rates. Since the export sector was the only sector which could obtain the 
necessary resources from the exterior (and this was becoming more and more difficult to do each 
year), it was not even possible to maintain the minimum reserve holdings needed to service the 
external debt, and this made it necessary to renegotiate the payment of that debt (first of all in 1979). 

Against this general background, the trends and changes in the economy during 1982 may be 
summed up by saying that there were unprecedented drops in production and investment as well as 
record increases in prices, which caused a substantial drop in real wages. In addition to the foregoing, 
the poor performance of the external sector, which —despite the record trade surplus and a lower 
current account deficit than in 1981— culminated in the country’s declaration of default and the 
resulting suspension of its international payments. Moreover, there was a remarkable increase in the 
1982 fiscal deficit, which rose 175% in nominal terms. 

The gross domestic product decreased for the second consecutive year; however, the small 
decline of slightly over 1% in 1981 was followed this time by a major drop of more than9%. A fall of 
this magnitude had not occurred since 1961. This was the culmination of a period, which had begun in 
1976, of regular and consistent decreases in the growth rate of the production of goods and services 
(see table 1 and figure 1). 

The decline in production also caused the per capita gross domestic product to shrink by more 
than 11%, which brought it down to a level similar to that of 1971. After having grown steadily by 
approximately 6% per year during the 1970-1976 period, between 1977 and 1980, it expanded less 
each year than the year before, and from the latter year onward, the rates of variation were negative. 

The terms of trade went down for the second consecutive year, after an exceptional increase of 
19% in 1980. It fell in 1982 by 11%, which was the next largest drop after the 20% decline recorded 
in 1975, and caused gross income to fall by over 10%. 

One of the main causes of such a sharp drop in production was the decrease experienced by all 
sectors of economic activity. The production of goods and “other services” diminished 10%, while the 
output of basic services declined by over 6%. The economic activities which turned in the best results 
were electricity, gas and water —which rose 1% as a group— and the ownership of dwellings, which 
remained more or less unchanged; there were decreases in the remaining productive activities, the 
largest declines being in construction (-40%) and manufacturing (-15%). 

Together with the widespread decrease in production, inflationary pressures intensified to the 
point where they were almost out of control; the variation between annual averages quadrupled from 


2 As indicated, these rates relate to the central government; in order to ascertain the rates for general government, the 
performance of the rest of the public sector would have to be taken into account. As the Constitutional President stated, ‘the 
agencies of the centralized (public) sector control less than 30% of the General National Budget, and the decentralized 
agencies absorb more than 70% which remains’. See the President's speech, Mensaje al Pais, delivered on 6 November 1982. 


>Between 1975 and 1980, the means of payment —in the case of currency outside banks and demand deposits— 
expanded at a pace of 22% annually. During the same period, the net credit received by the central government rose 35% 
annually, while credit granted to the rest of the public sector between 1976 and 1980 climbed 63% per year. On the other hand, 
between 1975 and 1980, credit received by the private sector expanded only 28% annually. 
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Table 1 


BOLIVIA: MAIN ECONOMIC INDICATORS 


1976 1977 1978 1979 1980 1981 1982 


__ A. Basic economic indicators 


4 

= 

Gross domestic product at market 
= 

“ 

e 

ie 

: 


prices (millions of 1970 dollars) 1929 2010 2078 2116 2140 2117 1923 
Population (millions of inhabitants) S02. 1S See) ae hee 72 OS 
Per capita gross domestic product ; 


(dollars at 1970 prices) 384 390 393 390 384 370 327 


~~ ie 5 Annual growth rates 
B. Short-run economic indicators 


Gross domestic product 6.1 4.2 3.4 1.8 jy ac A BS 
Per capita gross domestic product 3.4 1.6 0.7 (iS HS ee, 3.7 . FAL.D 
Gross domestic income* 6.5 5.0 3.1 1.9 37 = =1.5 = 165 
Terms of trade (goods and services) 21 D7 ea | “0:5, = 19.4 3.0 -11.4 
Current value of exports of goods 
and services 28:0 Li fea eho eae 3.0 -9.8 
Current value of imports of goods 
and services 63-6415 46 624.6 e14leecli] 42  -28.9 
Consumer prices 
December - December §:SeecslO.S- 13:56 454 23.9" 925.2965 
Variation between annual averages 4.5, 8.1 103° —19.7.< “Al2 232-35 
Money 373-209 11.7 16.8: 411 | 204 (0560 
Current income of gobernment 20: 25 S116 e157 “1.85 40.6 19-2 - 
Total expenditure of government 28 See 200, 5.3. .50.2 43.1 — 127-8 2045 
Fiscal deficit/total expenditure of government® 169 30.2 260 44.2 45.2 43.0 648 


Millions of dollars 
C. External sector 


Trade balance (goods and services) -35 -64 -242 -226 90 17. ~—- 208 
Balance on current account 64° © -131 ~  -353- 399% -166- ~=312"°"-166 
Balance on capital account 116 198 269 417 19 319 =e 209 
Variation in net international reserves 54 iS -55 24 = -136 2 43. 
External debt? 1107 1458 1762 1941 2220 2542 2522 


Source: ECLA, on the basis of official data. 

“Gross domestic product at market prices plus terms-of-trade effect. 
Preliminary figures up to September. 

“Percentages. 

4Disbursed external public debt. 


31% in 1981 to 124% in 1982, and between the end of one year the next there was a fourfold increase 
in the consumer price index, indicating an expansion of slightly over 300%. 

The external sector also faced serious problems throughout the year. In 1981 strict controls had 
been placed on the sale of foreign exchange due to its great scarcity, and in the third quarter of 1982 
the situation reached such an extreme that the country could no longer continue to pay its debt service 
and had to default. 

In spite of the fact that exports dropped about 10%, the balance of trade still showed a surplus 
of US$ 200 million because imports of goods and services fell nearly 30%. However, profits and 
interest payments remained very high. The moderate (117%) increase in them (from US$ 354 million 
to US$ 392 million) does not indicate an improvement in the country’s credit position, since the 
figure would have been substantially higher if the country had been able to meet its obligations to the 
exterior. The growing amount of profits and interest payments had an increasing impact on the 
economy; thus, whereas they accounted for 16% of the exports of goods and services as late as 1978, in 
1982 they represented no less than 43 %. ae 

Unlike what occurred between 1980 and 1981, when capital inflows rose from US$ 300 million 
to nearly US$ 320 million, they stood at only US$ 200 million in 1982, which was a decrease of 34% 
(see table 1). The importance of external borrowing as a balancing mechanism vis-a-vis the exterior 
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1005 
ZA 0 
-100 
Balance on current -200 
account© 
-300 
Net factor payments 
—-400 
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Source: ECLA, on the basis of official data. 


4Annual growth rate. 
bDecember-to-December percentage variation. 
Millions of dollars. 


114 


BOLIVIA 


was clearly shown by the long- and short-term inflows into the capital account, which had climbed 
steadily —with some exceptions— since the early 1970s in the former case and since 1978 in the 
latter. There was a dramatic turnabout in this trend in 1982, however, and both long-term and short- 
term capital movements declined so drastically that the economy, which had been a net importer of 
capital, became a net exporter. 

Finally, there was a striking change in the entry “errors and omissions”, which had traditionally 
. shown an outflow of capital from the country; now, for the first time since 1971, it indicated a capital 
_ inflow of US$ 220 million. 

; The nominal exchange rate underwent unprecedented fluctuations throughout the year, and 
3 had to be devalued on two occasions. On the first, the value of the dollar rose from 24.5 pesos to 43.1 
_ pesos (76%). Despite the devaluation, the shortage of foreign exchange and intense speculation 
_ which hurt the Bolivian peso led the authorities to decide shortly thereafter to create two foreign 
~ exchange areas in an attempt to ensure that there would be enough foreign exchange to service the 
_ debt. Nevertheless, the financial and exchange chaos caused by such a step, together with the 
_— cumulative level of inflation, led the new government, in November, to approve another devaluation 
__ of the peso (this time of 350%), to “de-dollarize” the economy (i.e., to dissociate it from the dollar), 
__ and to return to a fixed exchange rate. 

a As a result of the fixed exchange rate policy followed since 1979, as well as the inflationary 
process, the real effective exchange rate had dropped by 25% and 30% in 1981 for imports and 
exports, respectively. Thanks to the two devaluations, however, it recovered considerably in 1982 and 
reached its highest value since 1970. The recovery process began with the February devaluation and 
continued until the end of the year; thus, while the export index rose no less than 54 points with 
tespect to 1981, the import index climbed 56 points. 

In 1982 there was a disproportionate acceleration in the growth rate of the means of payment 
(156%); this expansion, which was the largest since 1964, broke with the pattern of preceding years, 
although the sharp increases in prices during the year caused the expansion of the money supply to be 
less in real terms. One of the main causes of this expansion was the central government's large fiscal 
deficit; while current income in nominal terms rose 37%, total expenditure climbed 98%, also in 
nominal terms. The most telling fact with regard to the crisis in the fiscal sector, however, was the 
ratio between tax revenue and the gross domestic product, which —after having fluctuated between 
8% and 11% during the 1978-1980 period— fell to the low level of 5% in 1982. 

’ With respect to economic policy, three different economic packages were approved during the 
year —by one government in February and March, and by another in November. 

The measures adopted during the first quarter of 1982 were awaited in an atmosphere of great 
uncertainty. They were aimed at, inter alia, putting the economy in order, reducing total expenditures, 
rationalizing public sector spending, boosting production, avoiding the importation of luxury items, 
fighting waste and corruption, expediting the payment of debts, and providing incentives for 
development. 

To these ends, decrees were approved which established: a wage increase for public sector 
workers; wage negotiations between employers and workers in the private sector; the devaluation of 
the Bolivian peso; exchange controls; guarantees for dollar deposits; a rent freeze; adjustments of fuel 
and electricity prices; price freezes for bread, sugar, milk, flour and rice; a modification of the sales tax 
whereby many essential goods were exempted; and the establishment of a tax on mineral, oil and 
natural gas exports, as well as on non-traditional exports. . 

In order to rationalize public sector spending, more stringent guidelines were applied to, inter 
alia, administrative procedures for purchasing supplies and the use of State property and of official 
vehicles.4 One of the most important measures, which dealt with public sector bank accounts, 
stipulated that “all the banks of the country shall submit details of the bank balances in respect of 
checking accounts, savings accounts, fixed-term deposits and other deposits of public-sector agencies, 


= 


“Payments to clinics and private doctors, dental treatment, gifts, prizes, 
he purchase of sports equipment, receptions, parties, 
uthorizing them, and therefore 


4The second article of this decree states that: 
advertising expenses for salutations, tributes, family announcements, ¢ 
contributions and donations of any sort shall be deemed personal expenses of the persons autho Sein a 
shall not be recognized as obligations of the State”. See Gaceta Oficial de Bolivia, Executive Decree No. 1 , 5 February 1982. 
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on a monthly basis, to the General Office of the Budget of the 
Ministry of Finance and to the Price Control Bureau of the Controller-General of the Republic sa 

Complementary regulations soon followed upon this package of measures. Thus, it was decided 
in late March to establish a dual exchange system by creating an official market and a free exchange 
market; the system for the surrender of foreign exchange was modified; and, contrary to what had 
been decided in February, the price controls on some essential products were eliminated. 

Even before the change of government occurred, the foundations had been laid for the 
preparation of a new package of economic measures, which would have been the third such package 
that year. However, the exacerbation of the economic, social and political crisis hastened the 
installation of the Constitutional Government which, shortly after assuming office, promulgated an 
extensive set of provisions that were described as emergency measures designed to save the nation. 

The main objectives of the new government's economic policy were the normalization of the 
financial situation, the revival of productive activity and the democratization of economic power. The __ 
following measures were approved with a view toward these goals: the “de-dollarization” of the — 
economy, another devaluation of the currency and the establishment of a single fixed exchange rate; a | 

| 


together with the bank statements, 


minimum wage of 8 490 pesos, with periodic adjustments; wage increases of 30% for those earning 
less than 15 500 pesos per month, and an increase of 4 650 pesos for those earning over that amount. 
Minimum pensions were also approved for retired persons, and the income ceiling for social security 
contributions, based on total earnings, was raised to 25 000 pesos. In addition, commodity prices were 
set; fuel, electricity and transport prices were raised, rents were frozen, and imports of non-essential __ 
items and of goods produced in the country were banned. 

With respect to tax policy, as a special measure income taxes on wages were Cut by 20%. At the 
same time, an additional 8% tax on non-traditional exports was established, assumed mining costs 
were temporarily modified and a tax on bank credit was approved, while interest rates were set —at 
levels not less than the bank rates— for tax payments made after the legal deadline. Finally, steps 
were begun to nationalize the "Bolivian Power’ electricity company and to implement co- 
management by workers in public enterprises; it was also decided that land grants made after 17 July 
1980 should be returned to the State, while grants made after 1971 should be reviewed. 


2. Trends in economic activity 


a) Total supply and demand 


In 1982 the total supply of goods and services decreased 12%. This decline, which followed 
upon a small increase in 1979 and relatively slight decreases in the two subsequent years (-2.4% 
and -1%), was the largest since 1961 (see table 2). 

Both the decline in the product and the record drop in imports contributed to this reverse, 
although to different degrees. The drop of over 9% in the gross domestic product was the second such 
decrease after a slight average increase of 1.5% during the 1979-1980 biennium. The deterioration of 
the product between 1981 and 1982 therefore ran counter to the economic growth of the four 
preceding years. 

The decrease in the volume of imports of goods and services was even more dramatic. After 
having fallen 20% in 1980 and having then stagnated in 1981, they dropped nearly 30%; this was the 
fourth year running in which imports declined, which meant that they had decreased at a rate of no 
less than 13% annually since 1978. As a result, they stood at the same level in 1982 as in 1973-1974. 

For its part, domestic demand declined 13%, due to the decrease in investment as well as in 
consumption expenditure. After having experienced severe decreases in the three preceding years 
fixed capital investment shrank over 27%, providing striking evidence of the acute disinvestment 
process taking place in the economy. Thus, in those four years, it fell at the very rapid rate of 19.5% 
per year. 

As a result of this steep drop, the absolute value of fixed investment in 1982 was scarcely up to 
the 1967 level. The sluggishness of the economy’s capital formation was also illustrated by the 
investment coefficient, which represented only 8% of the gross domestic product; this was the 
smallest proportion since 1961, even though it had been above 13% as recently as 1980 (see table 2). 


‘Ibid. 
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me Table 2 


BOLIVIA: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage 
at 1970 prices breakdown 


1980 1981 1982" 1970 1982° 1980 1981 1982* 


Growth rates 


Z Total supply — 2476 2454 2163 113.1 112.5 -2.4 0.9 -11.9 
__ Gross domestic product 
at market prices : 2yway e21i7- 1923-5 100.0 7100.0 1c -L1 -9.2 
____ Imports of goods and services 336 337 240 13a 12.5 -20.4 0:57 =28:9 
_ Total demand P4je 24547 2169 - 115.1” ITZ. -2.4 -0.9 -11.9 
~ Domestic demand 22 2 209= Ot 98.1 99.4 -1.8 -0.3.  -13.5 
Gross domestic investment 278 230 130 7a 6.8 -20.9 -17.2  -43.5 
Gross fixed investment 284 217 158 14.5 8.2» «5 -15,0,5) 5-23,9% eek 4A 
Public * * ee 6.4 te s, a4 = 
Private 33 a ee 8.1 is 
Construction : 13 x 
4 Machinery and equipment ie = nm V2 Hi 
Changes in stocks -6 13 -28 2.6 -14 
Total comsumption 1939141 979, 1f81 810 gar 92:6 1.8 2.1 = -10.0 
: General government 285 285 257 10.7 12.3 2.0 - -167 
Private 1654 1694 1544 70.3 80.3 ple 2.4 -8.9 
Exports of goods and services’ 259 245 252 15.0 13.1 -7.7 -5.5 2.8 


Source: ECLA, on the basis of figures supplied by the Central Bank of Bolivia. 

“Preliminary figures. 

Figures on imports and exports of goods and services were taken from balance-of-payments data expressed in dollars at 
current prices, which were converted to constant 1970 dollars using price indexes calculated by ECLA for that purpose. 


Moreover, unlike the situation in 1981, total consumption also dropped (-10%) sinking to a 
level similar to that of 1977. This situation, which occurred for the first time since 1961, affected both 
private and public consumption. Thus, after having risen slightly in the 1979-1980 biennium and 
having remained at a standstill in 1981, government consumption dropped almost 17%. This 
remarkable decrease was related to the programmes which began to be applied in 1981 for containing 
the fiscal deficit and streamlining the administration. 

In turn, the loss of consumer purchasing power was a factor in the nearly 9% drop of private 
consumption, since the very intense inflationary process affecting the economy reduced the real value 
of wages in spite of the wage increases which were approved in the course of the year. The decrease in 
imports had an equally important impact. 

Finally, the only macroeconomic variable whose performance was relatively favourable was 
exports; it was this factor which prevented total demand from falling even more than it did. The 
volume of external sales rose 2%, but this increase was not enough to make good the deterioration of 
over 13% between 1980 and 1981. 


b) Evolution of the main sectors of production 


As mentioned above, one of the most important symptoms of the deep economic crisis in 1982 
was the drop of over 9% in the product. All activities contributed to this decrease, with the exception 
of electricity, gas and water services __which rose scarcely 1%— and ownership of dwellings, which 
remained unchanged for the second year running. . 

The production of goods, after dropping 1.5% during the preceding year, fell 10% in 1982. 
Unlike what occurred in 1981, when agriculture and mining climbed 7% and 1.6%, respectively, in 
1982 these sectors decreased 2.2% and 9.3% (see table 3). In both cases, this was of special 
significance. The first of these was important because, of all the various branches of economic activity, 
agriculture had always represented the largest share of the gross domestic product, reaching 22% in 
1982. This was also the year when the tradition of regular increases in the crop-farming product was 
broken with for the first time (with the exception of 1977, when it was stagnant); one would have to 
go back to 1969 in order to find a decrease similar to that of 1982. 
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The decline in mining was also of particular significance since, as is well known, it is the most 
important (and indeed practically the only) sector in the country which generates foreign exchange; 
thus its evolution in large part determines that of the rest of the economic system. ‘a 

The downturns in manufacturing and construction (-15% and -40%, respectively) were che 
largest in the entire system of production. As regards manufacturing, there was an intensification 
the downward trend of the two previous years, during which time it had also decreased at increasingly 
high rates. Among other reasons, this sector's difficulties arose out of the contraction of demand, the 
scarcity and increasing cost of imported raw materials due to lack of foreign exchange for the 
purchase of inputs and, the lack of competitiveness against foreign products. 

Finally, the most dramatic evidence of the deep economic crisis was in construction, which 
declined 40% in 1982 after having fallen 35% the year before. Thus, because this sector is extremely 
labour-intensive, unemployment climbed steeply and it was not possible to reduce the country’s 
housing deficit. ' 

Basic services also declined in 1982. After the three preceding years of positive, although 
decreasing, growth rates, services fell over 6%. This contraction may be explained by the sharp drop 
in transport, storage and communications, which went.down by more than 7%. The only activity 
which turned in a positive performance was electricity, gas and water, which grew 1%. However, in 
this case as well, the growth rate slowed down considerably with respect to 1981, when it was 95%. 

Finally, the output of other services —which represented almost 44% of the gross domestic 
product— was 10% lower. The largest decrease in this category was in commercial activity (over 
16%). The size of the deterioration seen in this sector was followed by that in financial institutions, 
insurance, real estate and business services, which declined almost 9%. 


Table 3 


BOLIVIA: GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC 
ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage re e 
at 1970 prices breakdown <ebbomiiecte, 3 
1980 1981 1982 1970 1982% 1980 1981 1982 
Total gross domestic product” 1977. 1955 1776 100.0 100.0 es -1.1 -9.2 
Goods 870 857 771 46.1 42.7 1.0 -1.5 -10.0 
Agriculture 374 400 392 1955 207 2 7.0 -2.2 
Mining 103 105 95 79) Dp -2.0 1.6 -9.3 
Manufacturing 310 298 2a 14.3 14.0 -1.0 -3.8 -15.3 
Construction 83 54 32 4.4 1.8 -5.0 -35.0 -40.0 
Basic services 281 284 265 9.4 14.6 Bel 0.7 -6.4 
Electricity, gas and water 34 38 38 1.4 Zul 25 9.5, La 
Transport, storage and 
communications 247 246 D2e 8.0 L255 2.0 -0.5 -7.6 
Other services 889 875 788 45.7 43.5 1.3 -1.7 -9.9 
Comerce, restaurants and hotels 291 284 2ay 17.0 a3 <1 0.7 -2.4 -16.4 
Financial institutions, insurance, 
real estate and business 
services 219 2E4 194 10.7 10.7 iz a -8.8 
Ownership of dwellings (162))= ECL62) (162) (9.2) (9.0) 0.5 - 2% 
Community, social and personal 
aa ae 378 357 18.0 19.7 1.8 -0.5 -5.5 
jovernment services (201) 201 195 8.6 ; = - 
Minus: Imputed bank ai PU, HS * an 
service commission 28 25 16 eZ 0.8 2.921 0°5 -36.5 


Source: ECLA, on the basis of figures supplied by the Central Bank of Bolivia. 
Preliminary figures. 
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= Table 4 
BOLIVIA: INDICATORS OF AGRICULTURAL PRODUCTION 


Thousands of tons Growth rates 

ee ee en en a ee oo Ge Lee 

1979 1980 1981° 1982’ 1979 1980 1981° 1982 

_ Main crops 

:. Cotton fibre 16 7 6 Ae 90.2 014.2 133.5 
m Rice 76 95 101 80 -146 25.0 6.3 -20.7 
ca Bananas 154 158 164 160 3) 255) 3.7 -2.4 
.. Sugar cane 2120" 95080 5 104" 2 B00" -9.0 82 0.7 -16.2 
3 Coca 24 26 33 35: 28263 83 26.9 6.0 
= Maize 378 383 503 ADO al Del 1.3. 31.3. -10.5 
id Potatoes 730 787 867 900 -1.0 7.8 10.1 3.8 
Wheat 68 60 67 Gon 19:20 —Lle/ a el On seek 

py 5.0 a7 


Coffee beans 19 20 21 Fa co yd 


Area under cultivation 


5 thousands of hectares Growth rates 


Cotton fibre 34 24 14 25 3.0 -29.4 -4l. 


: 1.6 36 785 
Rice 51 66 63 69 -19.0 29.4 -4.5 9.5 
: Bananas 17 18 18 18 6.2 5.8 - - 
Sugar cane 67 65 70 GS EPO ge E29 TO" P=2-8 
Potatoes 163 168 177 174 3.8 3.0 +3 -1.6 
Wheat 98 100 96 104 12.6 2.0 -4.0 8.3 
Coffee beans 2) 23 23 Dae ah 4.5 - 43 


ee 
Source: Central Bank of Bolivia, Indicadores econdmicos No. 3, December 1982; Ministry of Peasant and Agricultural Affairs 
and the National Statistical Institute. 
“Preliminary figures. 
Estimated figures. 


* i) Agriculture. The product of the agricultural sector —which employs over 53% of the 
~ economically active population and which accounted for nearly 22% of the gross domestic product in 
1982— dropped 2.2%. It thus broke with the pattern of previous years, when it had risen, at first 
slowly and then more steadily. Growth had been close to 3% in 1979, and in the two following years it 
mounted to 5% and 7%, respectively. Thus, the 1982 crop-farming product declined like that of the 
other sectors of economic activity during one of the worst years in the country’s economic history. 
Grains in general —which in previous years had accounted for about 45% of the area under 
cultivation— exhibited a downward trend. Wheat is the second largest of the main crop-farming 
products in terms of the surface area under cultivation (19.4% of that area), but wheat output fell by 
nearly 1.5% despite the fact that the area sown increased over 8%, which means that the yield fell 
from 0.69 to 0.63 tons per hectare. The drop in production followed upon a decline in 1980 and a 
recovery in 1981, and thus the quantity produced in 1982 was only about the same as in 1979 
(see table 4). 

The performance of other extensive crops, such as rice and maize, was also poor. In the case of 
rice, which occupies 13% of the area sown with the major crops, yields dropped from 1.6 to 1.1 tons 
between 1981 and 1982 despite a 9.5% increase in the area planted. The volume of production thus 
dropped nearly 21%, bringing it close to 1979 levels, after it decreased an average of 2.6% annually 
between 1979 and 1982. Finally, after soaring 31% in 1981, the production of maize declined by more 
than 10% in 1982; however, since it had risen in 1979 and 1980 (1.3% and 12%, respectively), the 
decrease was less significant. 

Industrial crops also declined. Despite the fact that a much greater (78%) surface area was used 
for cotton production the volume fell by more than 33%, making it the fourth consecutive year of an 
uninterrupted descent (31% yearly between 1979 and 1982). Yields dropped from 0.42 tons per 
hectare in 1981 to 0.16 tons in 1982 (see table 4). 

Sugar cane output fell more than 16%; in conjunction with the decreases of preceding years, 
this resulted in a very negative trend for the four-year period from 1979 to 1982. On average, 
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production dropped at a rate of 6.6% per year. Since the area under cultivation fell by only 3%, this 
was one of the largest decreases in yields in the entire sector: 6.3 tons of sugar cane less per hectare 
than in 1981. Some of the main problems troubling this activity were the failure to renew sugar cane 
plantings, high operating costs and deficiencies in the irrigation systems. a 

The performance of the remaining crops was less uniform, with potato and coca production 
expanding 4% and 6%, respectively, but banana output dropping 2.4%. 

In the case of potatoes —which occupied 32 % of the surface area planted with major crops and 
which were therefore the first crop in order of size— the increase in 1982 is attributable to higher 
yields, since the area cultivated decreased by somewhat more than 1%; thus, between 1981 and 1982 
potato output climbed from 4.9 to 5.1 tons per hectare. é 

The coca crop, after soaring 27% in 1981, slowed its rate of expansion, increasing by only 6%. 
Nonetheless, the growth rate for the four-year period from 1979 to 1982 was one of the highest ever 
recorded (16.5%). 

Finally, banana production fell 2.4% although the area under cultivation remained unchanged _ 
for the second year running: the crop yield thus declined from 9.1 to 8.8 tons per hectare. | 

The ratio between prices for crop-farming products and industrial goods continued to be 
unfavourable for agriculture. Between 1975 and 1980 the prices received by farmers rose more rapidly 
than did the prices paid by them; in 1981, however, there was a change in this trend for the firsttime, 
and the parity index dropped. In 1982 this situation grew worse, and the parity index felltoitslowest __ 
level since 1975, with a loss for agriculture of no less than 25 points with respect to the previous year 
(see table 5.) 

ii) Mining. Mining is of course one of the most important sectors of the Bolivian economy in 
terms of both the product which it generates (5% of the total product in 1982, and a higher 
percentage in preceding years) and its role as the main mechanism for obtaining foreign exchange. 
Nevertheless, it has been experiencing serious difficulties for quite some time. Some of the main 
problems are: first, the extreme backwardness of its technology, and the resulting high production 
costs and low productivity; second, a taxation system which is essentially based on fiscal criteria and 
which does not provide sufficient incentives for capital investment in the exploration of new 
deposits or in the exploitation of existing ones, thus revealing a lack of co-ordination between fiscal 
and mining policies;® third, price instability in international markets; fourth, lack of efficiency in 
public enterprises; fifth, the limited value added by the sector, given the scant extent to which the 
minerals obtained in the country are refined; sixth, the depletion of some deposits; seventh, 
insufficient public and private investment; and eighth, political and social instability. 


Table 5 


BOLIVIA: TERMS OF TRADE FOR AGRICULTURAL AND 
INDUSTRIAL PRODUCTS 


Wholesale price Wholesale price 

index for index for Parity 
agricultural industrial index 

products products 

NOB) 100.0 100.0 
1976 106.2 105.9 100.2 
1977 121.0 111.6 108.6 
1978 145.9 120.9 120.4 
1979 186.4 151.8 122.7 
1980 288.3 234.7 122.8 
1981 359.7 322.9 i a oe 
1982 863.2 1 004.8 85.9 


SS SS 


Source: ECLA, on the basis of official data. 


6 ¢ j j i 
The fact that tax payments were determined on the basis of assumed costs which were not kept up to date as time 


passed, despite the changes in their structure (such as price increases for imported components, etc.), contributed to a 
progressive decline in company profits. 
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; ie hs ; i F Table 6 
BOLIVIA: INDICATORS OF MINING PRODUCTION 


Growth rates 


1979 1980 1981 19822. ——— 
1979 1980 1981 19827 


oduction of the most 
portant minerals 


in concentrate 7 a oraz 27.5 20.7 Te -1.7 Ri -2.9 

ad 15.3 17.2 16.7 12.4 -14.6 12.4 -2.9 -25.7 

46.8 50.2 47.0 45.6 -21.4 Tes) -6.3 -2.9 

eI = 3 3.5 3.4 We) 4:3 6.4 3.0 -5.8 

_ Silver (tons of metal) 182.0 190.0 205.0 170.0 -6.6 4.3 7.8 -17.0 

E Antimony 14.4 15.4 12 13.9 8.2 6.9 -1.2 -8.5 

Copper 1.8 1.8 2.6 227 1035)7 WN) AAO SS 

gecold (kilos fine) 948 162.0 2064.0 1 249.0 -42.5 70.8 274 -39.4 

Source: Central Bank of Bolivia and the National Statistical Institute. 

“Preliminary figures. 
_- >Thousands of tons. 

c In addition to the problems described above, which are ongoing problems, others of a more 


= cyclical nature arose in 1982. One of the most important was the violent exchange disturbances which 

occurred throughout the year. In 1982 there was a substantial disinvestment in the sector. This 

- occurred because the controls established for administering the sale of foreign exchange made it 
extremely difficult to obtain; this led entrepreneurs to acquire foreign exchange on the open market 

~ whereas during part of the year, the foreign exchange they received for their exports had to be 
converted at the official exchange rate. Naturally, a situation of this sort raised real costs considerably 
and lowered profits; thus, throughout the year there was mounting criticism of the fiscal system and 
of the assumed costs upon which the corresponding taxes were based. In addition to the above, 
inflation was severe throughout the year, taxes were increased, there was economic and political 

* instability in the country, and production dropped. 

4 Other problems of an external nature, such as the drop in mineral prices and the international 
crisis itself, were also added to the long list of difficulties faced by the country’s mining sector. 

The deterioration of the sector became much more acute in the course of the year. The mining 
product declined 9.5% —a rate very close to the 9% drop in 1978 and similar to the 8% decrease in 
1979. Thus, in the four-year period between 1979 and 1982, the sector's product only increased once 
(2% in 1981), and since it had also declined slightly in 1980, the average drop over the last four years 
was close to 5% annually. Going further back in time, it may be seen that since 1971 (with the 
exception of 1973, which was an exceptionally good year in that there was an increase of over 24%) 
the greatest growth was the 9.5% rate in 1972; since that date, however, there has been no repetition 
of such high rates of growth. Indeed, between 1974 and 1982 mining increased its contribution to the 
gross domestic product on only two occasions (1976 and 1981); it decreased in all the reamining years. 

Similarly, the share of the gross domestic product accounted for by mining activity also 
decreased; in 1970 in was 8%, ten years later it accounted for no more than 5%, and the position did 
not change in 1981 and 1982. 

Unlike what occurred in 1981, when some branches of mining activity showed increases, in 
1982 the output of all the most important mining products decreased —substantially in several cases 
(see table 6). 

Production of tin —by far the most important mineral— fell 3%; the 27 000 tons produced was 
the lowest volume in the last sixteen years and, with the exception of 1981, output has fallen steadily 
since 1978. The main factor in the downturn of 1982 was the drop in prices on international markets; 
the average price for tin dropped by 8% in 1982 to US$ 5.80 per pound fine, which was the lowest 
level since 1978. 

There were decreases in other minerals which were also significant for the economy, whether 
because of the magnitude of the downturn or because of their importance as a part of mining 
production. The output of gold declined 39%, that of lead by 26%, silver production by 17% and 
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copper by 15%. Gold production was at its lowest level since 1979, it declined by over 42 %; the steep 
increases in 1980 and 1981 did not prevent production during the four-year period between 1979 and 
1982 from shrinking at an average rate of 7% per year (see table 6). , 

Lead output fell by almost 26% in 1982, which, in conjunction with the decreases of 3 % in 1981 
and 15% in 1979, meant that there was an average slowdown for the last four years of 9% annually, 
despite the upturn in 1980. The sharp drop in 1982 is partly accounted for by the 24% decline in the 
international price. 7 , _ 

Silver production, after having fallen over 6% in 1979 and having increased in 1980 and 1981, 
dropped 17% in 1982, so that out of all the metals produced, silver experienced the third largest 
decrease for the year (see table 6). The price of this precious metal also went down in 1982: after 
having doubled in 1979 with respect to 1978 and then quadrupled in 1980, it dropped 50% in 1981 
and fell again, by 28% in 1982. 4 

In line with the widespread decrease of all the minerals, coppet production —which had shown : | 
the largest rise of all in 1981 (44%)— dropped over 15%, thus declining at an annual rate of 6% 
during the last four-year period. 

The output of the remaining minerals was also lower, with decreases of 3% for zinc, 6% for 
tungsten, and over 8% for antimony. As regards this last mineral (of which Bolivia is the largest 
producer in the world), there was only an increase of slightly over 1% annually between 1979 and 
1982, while its price rose nearly 4%. : 

Finally three of the major measures adopted during the year were of special significance. Firstly, 
the government requested the Ministry of Mining and Metallurgy to prepare a draft law on the 
promotion, exploitation and marketing of gold in view of the importance of the gold deposits to the 
country. Secondly, an additional tax on exports of mineral products, oil, natural gas and their 
derivatives was established in February because it was thought that the sector would obtain additional 
profits from the modification of the exchange rate. Lastly, the assumed costs for the major mineral 
products were temporarily modified in November in order to prevent the new exchange parity and 
mining’s tax contributions to the State from adversely affecting this productive sector. 

The performance of hydrocarbons was somewhat different. After the increasingly adverse 
trends of previous years, in 1982 there was a sharp increase in oil production (15%); an upswing of 
this magnitude had not occurred since 1974. Since that year (except for a small rise in 1976) the rates 
of variation had always been negative, and thus the volume produced between 1973 and 1981 fell by 
8% per year. Even so, the 1982 increase was not large enough to offset the decline of the three 
preceding years, so that oil production decreased 13% annually on average during the four-year 
period 1979-1982 (see table 7). 


Table 7 
BOLIVIA: HYDROCARBON INDUSTRY INDICATORS 


Amounts Growth rates 
1979 1980 1981 1982 1979 1980 1981 1982? 


Petroleum‘ 
Production of crude petroleum 1618 1384 1277 L065 -141' -144 | 7 On wile 
Exports of crude petroleum 29 - - - -93.6 - - - 
Refining of petroleum products 17419 015554 & 8-410 16-2107 -9.3 7.8 
Domestic sales of some fuels 
Gasoline 452 461 461 353 3.1 1 : 5.3 
Kerosene 139 129 105 FORA IGN / =7.1 _ -18.6.2=10:1 
Diesel oil 293 299 299 198 0.3 2.0 = 5 or We? 
Fuel oil 149 152 155 101 -7.4 2.0 EO rena 
Natural gas” 
Production Aa zona ell 4 967 3, 963 1.6 Bee 3.9 9.3 
Exports 1 726 2 040 2 196 IN752 9.1 18.1 7.6 9.6 


Source: Central Bank of Bolivia, Indicadores econdmicos No. 3. 
Up to September. 

Calculated in relation to the same period of the preceding year. 
‘Thousands of cubic metres. 

Millions of cubic metres. 
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Table 8 

*§ BOLIVIA: PRICES OF SOME FUELS, 1982° 

(Bolivian pesos per litre) 


q February November Growth rate 
Regular gasoline 8 
Premium gasoline 10 35 350 
_ Diesel oil 8 23 187 
Fuel oil pe 22 . 193 
Kerosene 5 8 60 
p Natural gas (per thousand cubic feet) 45 200 344 


__ Source: Gaceta oficial de Bolivia 

ta le 

re 3 ; : 

y, sid ieee correspond to most of the country's departments; however, at other locations there were even greater increases 
in fuel prices. 


Ped 


Despite the rise in oil production, there were no exports for the third consecutive year. 
Domestic gasoline sales, which increased over 5% after they were stagnant in 1981, rose 
somewhat more than in 1979 and 1980. In contrast, sales of diesel oil, fuel oil and kerosene were off 
~ sharply, with drops of from 10% to 11% —for the fifth year running, in the case of kerosene. 
The fact that domestic fuel sales decreased to such an extent, despite the increases in crude oil 
_ production, was primarily due to the severe deterioration of the economic situation throughout the 
_year (which necessarily resulted in less fuel demand for household and industrial uses), and to the 
spectacular rise in the prices of almost all fuels (see table 8). Fuel prices were raised twice during the 
year, at the same time as the two most important packages of economic measures were approved. 
High-octane gasoline (premium) rose from 10 to 35 pesos per litre between February and November, 
and regular gasoline increased from 8 to 25 pesos. The price of kerosene went up from 5 to 8 pesos per 
litre during the same period. 

Finally, there was a notable acceleration (9%) in the growth rate of natural gas production, 
which consolidated the steady upward trend in natural gas extraction that had begun three years 
earlier. Concurrently, the growth of natural gas exports —almost 10% in 1982— also followed the 
pattern of preceding years, during which the volume of external sales had steadily expanded. Thus, 
between 1978 and 1982 the growth rate of natural gas exports,came to 7.6% per year. 


3. The external sector 


a) Overall trends 


One of the main constraints on the economy in recent years, particularly during 1982, stemmed 
from the behaviour of the external sector. Naturally, the evolution of this sector cannot be dissociated 
from the manner in which the entire economy has functioned during the immediately preceding years 
or, to be more precise, since 1974. The energy crisis that began in 1973 opened up very promising 
prospects for the economy; in 1974 oil exports were still low but, in view of the reserves which 
existed, the outlook was definitely encouraging. Moreover, as the finishing touch to this extremely 
optimistic picture, mineral prices rose. Foreign exchange income from exports thus mounted to 
record levels in 1974, which led to a rapid increase in expenditures on both investments and imports. 

However, the actual situation which eventually took shape was quite different, since the 
Bolivian economy continues to exhibit a high degree of dependence on imports of all sorts. Because 
domestic savings were very low, external purchases had to be financed through exports and external 
savings which could be obtained through loans, direct investments and grants. As events unfolded, 
however, it became clear that not all these factors were going to generate the amount of foreign 
exchange which had been expected. , 

Initially, the-volume of exports (mostly from the mining sector) continued to move upward 
between 1970 and 1974; from the latter year, however, they progressively declined each year, with the 
exception of 1976 and of a slight upturn in 1979. Some of the reasons accounting for this kind of 
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evolution are that there is very little export diversification; the international economic crisis playeda 
role, through the industrialized countries’ lower demand for raw materials; and, finally, there has 
been a drop in the prices for this type of product during recent years. Non-traditional exports did not 
increase appreciably between 1974 and 1982 either, because their competitiveness was limited by the 
decrease in productivity and the high costs of the various productive sectors. io 

This is basically what occurred with regard to the main machanism for generating foreign 
exchange, since grants played a very secondary role. Lastly, direct investment did not play a major role 
either, even though the legal instruments necessary to maximize it had been created (the investment 
law and the general law on hydrocarbons). Some of the main items among the many causes for 
foreign capital’s lack of response to the new legal framework included the country’s institutional 
problems, the smallness of the domestic market, transport and marketing difficulties, and the lack of 
progress with respect to regional integration programmes. 

In view of the foregoing, the only other source of the foreign exchange needed to carry onthe 
economic growth process was external financing. Thus, foreign loans (first medium- and long-term 
and, later, short-term loans) were resorted to as the only feasible option. q 

All of the above (in addition to a fixed exchange rate that greatly overvalued the peso in relation 
to the dollar and domestic inflation that was far above international rates) made the United States 
dollar an extremely inexpensive commodity which promoted imports and discouraged exports. 

Beginning in 1981, the amount of external loans started to diminish notably and the 
amortization of the debt that had been contracted accelerated; this situation became more acute in 
1982, when there was virtually no foreign exchange, and it even became necessary to resort to barter 
in order to conduct some international transactions. 

Clearly, this process seriously affected the entire economic system of Bolivia and even partially 
paralysed it. The heavy dependence on imports and the nearly complete lack of foreign exchange 
reserves pushed the dollar up to extraordinarily high levels, since entrepreneurs had to purchase 
dollars on the parallel market in order to buy the inputs they needed. In addition, at least for a part of 
the year it was mandatory for exporters to surrender the proceeds from their exports to the Central 
Bank at the official exchange rate, which was considerably lower than the parallel rate; the losses 
which they suffered made financing untenable, not only for the export sector, but for any productive 
activity whatsoever. The external sector was thus becoming one of the major bottlenecks in the 
economy, and the situation reached an extreme in 1982. 
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b) External trade 


i) Exports of goods. In 1982 the value of exports of goods fell more than 11%, after having 
dropped over 3% the preceding year. The decrease in 1982 was the second largest since 1975, when 
the value declined somewhat more than 20%, and was due to the sharp 13 % drop in the unit value of 
exports (the largest decrease since 1971, when the value fell 16%). There was a very slight expansion 
(1.4%) in the volume exported (see table 9). 

The volume of exports had been declining in the eight years since 1975 (except for 1976 and 
1979) at an average pace of 2.1% annually, which bears witness to the export sector's difficulties in 
expanding its foreign sales. The generally favourable trend as regards the value of exports, on the 
other hand, is accounted for by the very positive evolution of unit values. As noted above, they 
decreased nearly 13% in 1982, but one would have to go back to 1971 or 1975 in order to find 
decreases of a similar magnitude. The downturn in 1982 followed upon the near stagnation of prices 
in 1981, and was thus the second consecutive year in which their performance was poor. 

Given all of the above, the value of the main exports shrank considerably, except in the case of 
natural gas and, to a lesser degree, sugar. Tin, which is one of the major components of foreign sales, 
declined over 17% —making it the third year running in which there was a downturn (see table 10). 

The trends in both prices and volume of exports contributed to this decline. The unit value, with 
a decrease of 5.5%, was the lowest since 1978 (see figure 2). The decrease in volume was even 
greater, however: dropping over 9%, the volume index was at its lowest level since at least 1970 
(see figure 3). Concurrently, the decrease in the nominal price for tin which had begun in 1980 
continued in 1982, when the price dropped to 1978 levels; furthermore as a result of external inflation 
the decline was even greater in real terms. Thus, the real price of tin, as deflated by the United States 
wholesale price index, fell more than 12% in 1982; if it is deflated by the unit value index for Bolivian 
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Table 10 
BOLIVIA: EXPORTS OF GOODS, FOB 


a Millions of dollars PE Growth rates 
aa 1979 1980 1981 1982* 1975 1982 1980 1981 1982° 
4 Total 761 942 909 804 100.0 100.0 24.0 -3.5 -11.5 

- Main traditional exports - 629 744 783 717 87.8 891 18.2 5.3 8.5 

ee Tin concentrate and metallic tin 362 352 322 266 32.7 33.0 3.0 -8.3° 4-174 
= Silver 47 107 58 2D 5.3 31. 127.7 -45.7 G9 
a Zinc 14 10 13 2) Theol! 1,1 --28.5 30:0: §-30:7 
Tungsten 31 41 37 28 4.2 3A 32.2 »-O ope2es 
- Antimony 26 24 30 14 3.2 ile? Se PO DELS 
Petroleum 4 - - - 21.3 - 
_ Natural gas 105 221 337 384 8.2 AVIVA 524 Bea. 
Main non-traditional exports 62 86 31 25 12.0 3.1 38.7 -63.9 -19.3 
Sugar . a7 «= 46 5 7 3.2 - 703 -89.1 40.0 
= Wood 17 21 12 5 py 7s M935 se -47 8-4 -585 
a Coffee 18 19 14 13 1.3 1.6 5.5 ~-26.3 - 7.1 
Other soueerts 9S | G2 2s hag 60.0 151 ET 
pd Source: Central Bank of Bolivia. 
_ “Preliminary figures. 
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imports of goods and services, then the decline appears to be over 9%. The most serious as pect, 
however, was that the price in constant values declined at a rate of 8.5 % pet year between 1979 and 
1982 if it is calculated on the basis of wholesale prices, and by over 7% if the unit value of imports is 
used (see table 11 and figure 4). ; 

The behaviour of silver was similar. In 1982 the value of silver exports, which had more than 
doubled in 1980 but which had fallen over 45% one year later, decreased 57% and reached its lowest 
point since 1978 (see table 10). This lower value of foreign sales of silver was due to the sharp 
reduction (28%) in the volume sold, which caused the export volume index to fall to its lowest level 
since 1972 (see figure 3). The 31% decline in the units value was also a significant factor in the 
decrease in exports (see figure 2). 

Unlike the other mining sector products and non-traditional exports, which dropped off 
steeply, natural gas exports continued to climb, although more slowly. After doubling in 1980 and 
growing somewhat more than 50% the year after, they expanded 14% in 1982 (see table 10). This 
increase was made possible by the expansion of the volume exported, since the unit value decreased. 
The amount sold (mostly to Argentina) rose 40%, and even though the price went down nearly 20%; 
it was still the second highest since 1972 (see figures 2 and 3). 

ii) Imports of goods. The value of imports of goods dropped dramatically for the reasons 
noted earlier. After decreasing over 16% in 1980 and stagnating in 1981, in 1982 imports again 
declined, this time by more than 37%. Such a rate of decline had not occurred in the trade in goods and 
services since at least 1971. The marked reduction in external purchases of goods contrasts 
particularly with their performance between 1973 and 1979, when they grew at an annual rate of 11% 
(see table 9). 

The drop in the value of imports was primarily due to the abrupt decrease of 36% in the volume 
imported, although the 2.3% reduction in the unit value was also a factor. There was a large decline in 
the volume of external purchases for the fourth consecutive year, resulting in an average annual rate 
of decline of 19% between 1979 and 1982 (see table 9). These pronounced decreases had such a 
substantial effect on capital formation that the ratio of imports of capital goods to investments in 
machinery and equipment, which had been no less than 58% since 1973, reached 90% in 1978. 
However, this figure was lower in 1982. 


Table 11 
BOLIVIA: AVERAGE PRICE OF TIN ON THE LONDON METAL EXCHANGE 


(Dollars per pound) 


Price index 
(1970 = 100) Real price 
Vas : (1970 dollars) 
‘ value o 
Nominal United States Bolivian 
: wholesale . 
price price imports of 
goods and (1/2) (173) 
services 
(1) (2) (3) 
1970 1.6 100.0 100.0 1.6 1.6 
1971 15 103.3 102.4 hes 1.4 
1972 17 107.9 108.2 5 ile) 
1973 Dal 122.0 124.2 hey, Lea 
1974 3.7 145.0 152.4 2.5 2.4 
1975 3.1 158.4 171.6 1.9 1.8 
1976 3.4 165.7 180.0 2.0 1.8 
1977 49 175.9 198.5 2a 2.4 
1978 5.8 189.6 218.1 3.0 2.6 
1979 7.0 213.4 256.0 2) 2h 
1980 7.6 243.4 283.6 Sel 2.6 
1981 6.4 265.4 294.3 2.4 24 
1982 5.8 27 293.1 2.1 1.9 


Source: UNCTAD, International Monetary Fund (IMF) and ECLA estimates. 
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As noted above, imports had exhibited high growth rates in recent years, but in 1980 they began © 
to fall dramatically. This was not the case in 1981, but the trend was resumed in 1982. 

There was an enormous decrease in all external purchases in this year. The largest drop was in 
imports of consumer goods, whose 65% decrease was one of the severest in a long time. In parallel 
with this, the contraction affected durable goods more intensely than non-durables. Whereas the 
former decreased 72%, the latter dropped nearly 59% (see table 12). aa 

Imports of capital goods also plummeted; after increasing 40% in 1981, they fell 457% in the 
next year. As their evolution had not been very favourable in 1979 and 1980, the average rate of the 
decline for the four-year period was 15% annually which is a very considerable rate. The largest 
downturns were in imports of capital goods for agriculture and transport equipment; in the former 
case, purchases of machinery and equipment decreased by somewhat more than 32% per year 
between 1979 and 1982, which is surprising in view of the predominantly agricultural nature of the © 
country’s economy. Similarly, despite the difficulties of transporting products to market, purchases of 
transport equipment did not expand during the last four years either, although problems relating to 
road infrastructure were a significant contributing factor in that respect. 

Imports of raw materials and intermediate goods were also down sharply; with a decrease of 
33% with respect to 1981, in absolute terms their value was the lowest since 1978. In this case,too, 
the largest drop was in inputs for agriculture, which fell by nearly 60% in relation to 1981. The 
decreases of the other raw materials were somewhat less; 36%. for fuels and 32% for industrial __ 
inputs. However, because the trends had been more favourable in both cases during preceding years, 
they offset the extremely poor performance of 1982. Finally, although purchases of construction 
materials dropped the least (26%), that decrease was of special significance in view of the housing 
deficit in the country and the high level of unemployment. 


c) The terms of trade and the purchasing power of exports 


The combined effect of the changes in the unit values of exports and of imports was a decrease 
of over 11% in the terms of trade in 1982; this was the second consecutive year in which the terms of 
trade had deteriorated, in large part cancelling out their vigorous growth ( 19%) in 1980 (see table 9). 

Finally, due to the steep decline in the terms of trade and the small rise in the volume exported, 
the purchasing power of exports of goods slumped by more than 11%, which was the second-largest 
drop since 1975, when it decreased 29%. 


Table 12 
BOLIVIA: IMPORTS OF GOODS, FOB 


Millions of dollars hae ge Growth rates 


1979 1980 1981 1982°- 1972 1982° 1979 1980 1981 1982* 


Total 674 563 779 430 100.0 100.0 2.2 -16.4 38.3 -44.8 

Consumer goods 128 145 196 68 215 15.8 -44 13.2 35.1 -65.3 
Durable 4D Sq “OE 27 5.4 6.3 -3.9 14.2 73.2. =123 
Non-durable 19-4 BI YOM 4 16,1 95 §4.8 12:6 112. =-585 

Raw materials and 

intermediate goods 229 209 288 194 404 45.9 65 -8.7 37.7 -32.6 
Fuels ; 1 11 7 - 16 -166 -80.0 1000.0 -36.3 
For agriculture 7 9° -2 5 - Ll “2.5 4, 235 33.3 »-38.3 
For industry 185 Belge 223 1t =9 35.) HO? nO 29.6> 4-32, 
Construction materials 32 qa > 42 31 ao 7.1 = -B55, - 1586 53.04 ae202 

Capital goods 314 207 289 159 345. 37.0 2.2 -34.0 6 - 
For agriculture 15 lig 18 -: 1.8 10 =210 ~-266 S36 =i 
For industry 173 127-170 111 «17.2258 98 265 S5nemeg 
Transport equipment 126 669 101° 44 15.679 1025 32:6 e452 46.3 -56.4 

Other 3 2 6 9 3.6 2.0 - -33.3 200.0 50.0 


Source: National Statistical Institute, Boletin de comercio exterior No. 1 
‘ ces ale 
Preliminary figures. 
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) _ The balance on current account and capital movements 

_ During 1982 the current account deficit came to about US$ 170 million, which was 50% below 
1981 level and similar to that of 1980 (see table 13). This was the twelfth year running of deficits 
current transactions. 
The performance of the services balance, was a very large part of the reason for this deficit 
_ although the trade balance also contributed to it. sues Seale 
mie 1 he merchandise trade balance yielded a record surplus of nearly US$ 380 million, which was 
US$ 150 million more than in 1981. As noted above, this favourable balance was essentially produced 
y the sudden drop of over 37% in imports. However, if it had not been for the slump of over 11% in 
exports, the surplus would have been even larger (see table 13). 
It is helpful to separate factor services from the other components of the services balance in 
order to identify the origins of current account difficulties more easily. Thus, the country had a 
negative balance of US$ 170 million in non-factor services, which lowered the deficit by US$ 40 
million compared with the year before, 

As a consequence of the trade in goods and non-factor services, the trade balance showed a 
surplus of US$ 208 million, which was significantly greater than the 1981 figure of US$ 17 million. 
____In view of the above, it can be concluded that many of the problems in the external sector of the 
Bolivian economy stem from factor services. 

As unrequited private transfer payments were of the same order of magnitude as in previous 
__ years, the deficit and its origin —once again— in factor services (payments of profits and interest). 
_ Payments of profits only came to US$ 26 million, but in spite of their small amount they carried on 
~ “the tradition begun in 1971 —and only broken in 1975 and 1976— by which the credit/debit balance 
of the country vis-4-vis the rest of the world works against Bolivia. 

The basic problem in connection with the current account, however, as in previous years, 
stemmed from interest payments. In 1982, US$ 366 million had to be paid out under this heading 

(US$ 41 million more than in 1981), which was equivalent to 40% of the exports of goods and 
services. This represented an acceleration of the line of evolution which had begun in the preceding 
decade and which became much more intense between 1979 and 1982; in this four-year period, 
US$ 1.1 billion had to be paid out, whereas the value of total exports stood at slightly over US$ 3.8 
* billion (see table 13). In other words, the interest payments made during those four years equalled 
almost 30% of the value of all exports of goods and services. As was also true of payments of profits, 
1982 was the twelfth year running in which Bolivia had a debit balance vis-a-vis the exterior. 

In the years preceding 1982, the deficit on current account was usually offset by the foreign 
exchange inflows on the capital account. This tradition was broken in that year, however, and there 
were substantial changes in the trends of both long- and short-term capital movements. 

For the first time since 1971, in 1982 long-term capital exports were greater than imports, 
which produced an outflow of US$ 11 million in foreign exchange. Previously, in 1981, there had been 
a surplus of no less than US$ 473 million, which was almost double the figure for 1980. A fact which 
underlines the radical nature of the change in the trend of capital movements in 1982 is that, out of all 
the economy's long-term capital imports since 1971, 43% —US$ 971 million— took place between 
1979 and 1981. 

To go into more detail for a moment with regard to long-term capital movements, the first 
element which should be brought out is the low level in 1982 of direct investment, which dropped 
almost 60% with respect to 1981 to only US$ 25 million. At all events, the impact of this type of 
investment on the balance of payments has customarily been very limited. 

The same cannot be said, however, of “other long-term capital” movements —an entry which 
has traditionally denoted the origin of the economy's foreign exchange income. Between 1979 and 
1981 alone, US$ 870 million entered the country under this heading (i.e., almost as much as was 
exported in 1979 or 1982), and capital imports in 1981 were nearly twice the 1980 level. During 1982, 
however, there was a complete turnabout in this trend: outflows exceeded inflows by US$ 36 million, 
thereby breaking with the pattern which had been traditional in this entry on the capital balance since 
seca 

s With respect to the economic agents whose operations are reflected in this account, the two 

most important events in the course of 1982 were the following: the long-term capital inflows to the 
“official sector” and “other sectors” decreased substantially and, in the first case, yielded a minus 
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Balance an oe ras : pps i enygory 51 
Unrequited official transfer ayments = pk is Bi 
ts cies capital > P ws aS 293 il i a 4B be 
Direct investment oa (F2» 18:- sats then 6On Be 
Portfolio investment Bets : cs ayes uae BE aes 
Other long-term capital 326 281 240 ; 215 es re r= 
Official sector‘ 169 114 89 264 10 tod 
Loans disbursed ; 221 326 149 eh sine 328 3 
Amortization payments -42— -203 =57 cae 5G Foe oy ste 
Commercial banks® - <a has n246 cso 26-2 
Loans disbursed ; - - Sic a3 oe pee 
Amortization payments —o- - -10 -21 age 
Other sectors® 157 167 74 -26 es yT 
Loans disbursed : 238 27D 154 94 96 : 
Amortization payments -81 -108 -17 -90 eo) OW 
Short-term capital (net) -61 40 147 -20 148 -36 
Official sector 42 -53 192 29) 200 69 
Commercial banks 38 af -11 =i 6 16 
Other sectors -141 42 -34 28 -58 -121 
Errors and omissions -79 “33 -28 -260 -329 220 
Global balance“ 67 — 84 19 -147 6 4B 
Total variation in reserves 
(minus sign indicates an increase) -44 55 -24 136 -23 -43, 
Monetary gold -8 -2 -2 -2 3 -2 
Special Drawing Rights 1 -11 18 - =o Se - 
IMF reserve position -2 3 12 - - - 
Foreign exchange assets -60 56 -39 72 6 -56 
Other assets 24 4 -14 6 -17 - 
Use made of IMF credit - 20 : 61 -9 a5 ; 
Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 
“Preliminary figures. 
Real services also include other official and private transactions, but not factor services. 4 
“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
abilities. 
( 


“The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 
variation in reserves of opposite sign and the global balance represents counterpart items: monetization or demonetization 
of gold, allocation or settlement of Special Drawing Rights, and variations due to revaluation. 
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value. The “official sector” —made up of the central government and the Central Bank— went from 
receiving an income of US$ 310 million in 1981 to paying out a sum of US$ 28 million in 1982 to 
her countries because the amount of the loans received plunged 43% and amortization payments 
tose by US$ 162 million, representing an increase of no less than 305%. 
4 The “other sectors” entry —which covers State and private enterprises— turned in quite a 
similar performance, although it also had its distinctive characteristics. Capital inflows virtually 
disappeared, in that they amounted to only US$ 3 million —US$ 74 million less than in 1981. This 
_ sudden drop was the second largest since 1971; the largest decrease had been recorded in 1980, when 
prere was a debit balance of US$ 26 million. With regard to the evolution in 1982 of loans and 
4 amortization payments, the loans received were almost entirely used, as in 1980, to pay off loans from 
_ Previous years, and thus the net inflow was virtually nil. Finally, in 1982 the commercial banks also 
_ paid out more in amortization payments than they received, which was the reason why there was a 
_ fet exportation of capital in that year. 
Z The behaviour of short-term capital during 1982 also attested to the economy's tendency to act 
as a net capital exporter through its repayment of credits received. Overall, the short-term account 
_ registered an outflow of capital of US$ 36 million. In this case, the “other sectors” reduced their debit 
_ balance, since they made payments of US$ 121 million, which was somewhat more than double the 

amount of amortization payments made in 1981. In contrast, the “official sector” and “commercial 
- banks” continued to increase their external indebtedness, although the amount of the loans received 
~ was —especially in the case of the central government and the Central Bank— substantially lower 
» than in 1981. 

.. As a result of all the above, the global balance showed a capital inflow of US$ 43 million. It 
~ should be emphasized that the spectacular turnabout in the “errors and omissions” entry played a part 
~ in this result. This entry, which had traditionally shown increasingly large capital outflows, registered 
a capital inflow of US$ 220 million in 1982. Because this account serves to adjust the difference 
~ between total income and payments and the year-end variations in reserves, it may be concluded that 
this foreign exchange income was derived from transactions which were not reflected in the records 
of the Central Bank. 


e) The external debt 


The external debt was another serious difficulty which had to be confronted by the economy 
during 1982. Although problems related to its management had been accumulating in recent years, 
their origins go back to the 1970s, especially the 1974-1978 period. Breaking point was reached, 
however, in 1982, when the country declared itself in default, thereby acknowledging its inability to 
continue paying the debt service. Thus, “capital and interest payments in the amount of 
approximately US$ 700 million were not made’”.’ 5 

In keeping with the above, the main indicators of external indebtedness showed negative 
variation rates in 1982, which was an accurate reflection of the economy’s inability to meet its 
external obligations as a result of the shortage of foreign exchange and of the slower inflow of 
external financing. Disbursements in 1982 dropped 60% and thus fell to their lowest level since 1973. 
This consolidated the trend which began in 1979 and which has persisted ever since, with the 
exception of 1980. This behaviour is particularly in contrast to what occurred between 1974 and 1977; 
whereas the growth rate of the disbursed debt had been no less than 67 % annually during those years, 
it declined at an annual rate of 31% betwen 1979 and 1982 (see table 14). 

On the other hand, the amount of the debt during the first nine months of 1982 was slightly 
down from its level at the end of 1981. 

There was naturally a very close correspondence between the disbursements of funds and the 
year-end balances for each year. The highest growth rates in the outstanding debt thus occurred 
between 1974 and 1977, when the pace of growth accelerated markedly to 20% annually, on average. 
In contrast, between 1979 and 1982 the growth rate of the outstanding balance slowed to only 9% per 

r (see table 14). 
a a line gee above, in the first nine months of 1982 the debt service also expanded at the 


more moderate rate of only 10%. The trend in the economy toward a progressive increase in the debt 


7See the statements of the Minister of Planning and Co-ordination in Presencia, 4 February 1983. 
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service changed as from 1979. This turnaround —with a sharp drop (26%) in the payments for tha 
year and comparatively slow increases thereafter— should not be interpreted as the result of anac ual 
reduction in external obligations. On the contrary, if it were not for the fact that the first 
renegotiation of the debt was undertaken in 1979, the upward trend in debt service payments woulc 
have lasted until 1982, when the second renegotiation process was begun. 

Both the short- and long-term evolution of amortization and interest payments were in 
keeping with the trends described above. During 1982 there was a 5% drop in the repayment of 
loaned capital, thus following the pattern begun in 1979. Between 1974 and 1978, although there 
were still some fluctuations, amortization payments grew at very considerable rates, the most striking 
rate being the increase of almost 170% in 1978. Starting in 1979, however, repayments of principal 
began to fall spectacularly (as a consequence of the external sector’s continuing difficulties rather than 
of a reduction in its obligations to the exterior), finally reaching a point in 1982, as already noted, at 
which payments were suspended and the renegotiation process was begun. 

The pattern followed by interest payments was slightly different, however. Although it is true 
that during the entire period under consideration interest payments increased at considerably high 
rates, in 1981 and 1982 the pace of acceleration was much slower. Thus, after rising by more than 
36% annually between 1974 and 1980, they increased by only 11% in 1981 and 18% in 1982. As is 
also true of amortization payments, it is clear that these rates would have been higher, especially in 
1982, if it had not been for the sheer impossibility of paying the outstanding interest. 

A noteworthy element which emerges from an analysis of the behaviour of the debt during the 
period between 1973 and 1982 is the trend in the annual debt service vis-a-vis the disbursements 
made each year. Until 1977, between 36% and 60% of the yearly disbursements went on the 
amortization of loans and the payment of accrued interest (except in 1973, when the figure was nearly 
100%), but this percentage began to rise sharply in 1978. Since that year, the lowest proportion 
between the debt service and disbursements has been 65%, and an unprecedented situation was 
reached in 1982, when amortization and interest payments were almost twice as high as the amount 
of new disbursements (see table 14). 


ee 


Table 14 
BOLIVIA: EXTERNAL PUBLIC DEBT 


1973 1974 1975 1976 1977 1978 1979 1980 1981 1982* 


Millions of dollars 


Contracted, at year-end - .. 1979 2442 3102 3498 3642 3 840 is 
Disbursed during the year S6H1 129 171 295 a4391) pera 523) 1: ~ 43099354 119 
Year-end balances 707 786 883. 1,107, .1 458.1 762: 41, 94ke 2 220 2 542, 222 
Debt service 53 76 92 114 161 355 262 280 278 221 
Amortization payments 35 54 65 71 101 271 144 122 102 73 
Interest 18 22 2 40 60 84 118 158 176 148 


Growth rates 


Contracted, at year-end 23558 270 7 te 4.1 5.4 


Disbursed during the yea 1303! ~32'5 3609° 948.8 23.24 Mode 33 Tenens 

ear-end balances + eel Lal 123 YVe5e £7) (20:8 [ 

External public debt ; ee cube ge 
Services = 43.5 “210 20:6 450) i204 6.8 -0.7 9.9 
Amoitization payments om O42 2 S203 92 42.2 1683 -46.8° -15.2" -l64 0 s-oet 
Interest wet) D222 °C DOF 2 4B PS) SON AO D8 © AS a a 


P t ; 
External public debt ercentage ratios 


service/disbursements 04.65 1558.90 95358 Sie} 
Pi cube acts 3 37.6" 36.6 \."65.67 1581-2 | M65NGRG 785 malsom 


service/exports of 
goods and services 184 12:8. 18:9 17.85 25) eee eee oO) Onn ee Ome - 
Source: Central Bank of Bolivia. 


The data refer to the period January-September. Rates have been calculated with respect to the same period of the preceding 
year. 
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p= Table 15 
me BOLIVIA: EXTERNAL PUBLIC DEBT, BY TYPE OF DEBTOR 


= 


(Millions of dollars) 


a Annual 
rowth 
a 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982” eit 
A 1975- 
A 1980 
Public debt, year-end 
_ balances 
S Central government, local 
"government and other public 
_ sector institutions 410 475 516 664 846 963 1034 1282 1476 1348 179 
_- Public enterprises Bales B46 BOP rea 73c8 55)) 619 <= 73 78st SEL e079 eee 2s 
_ Specialized banking sector BAS ite Se time a 10055 108 130 156 254 D5re OF 
Servicing of the public debt 

_ Central government, local 
_ government and other public 
sector institutions liste antral 52-1 700247) SiG) 31110123, 33.6 
_ Public enterprises By abd ee AD fed cuted Dac b4ioie 1his 1122; 19.0 

Specialized banking sector 3 Din tll, 8 LO al 18 2D: 29) 
~ Source: Central Bank of Bolivia. 

“End of September. 


b : 
Includes adjustments. 


At this point, it is important to identify the sectors of economic activity that have played a 
predominant role in the borrowing which has been undertaken during recent years. 

Firstly, the rates of indebtedness of the various economic agents between 1975 and 1980 were 
relatively similar. Secondly, their magnitude is striking, in that it fluctuated around 20% per year. 

* Lastly, in absolute terms the highest level of indebtedness consistently corresponded to the central 
~ government, local government and other entities of the public sector. This group of economic agents 
‘was followed by the public enterprises, with the specialized banking sector in last place (see table 15). 

These sectors display both similarities and differences, however, with regard to the servicing of 
the debt. The first element which should be brought out is the high annual growth rate of the debt 
service. In addition, the specialized banking sector's amortization and interest payments rose much 
more rapidly than those of public enterprises although, in absolute terms, the latter resorted to 
external financing more than the banking sector did (see table 15). This was due to the fact that the 
interest payments made by the banking system rose very rapidly (51% annually between 1975 and 
1980), whereas the interest payments of public enterprises rose at the somewhat slower rate of 37% 
per year. On the other hand, amortization payments increased at relatively similar rates in both cases 
during this period. 

Finally, the most important aspects with regard to creditors are the following. Firstly, for most 
of the period under consideration, private international banks were the financial intermediary which 
made the greatest amount of funds available to the country’s economy; between 1974 and 1978, the 
credits from private banks which were actually disbursed by Bolivia fluctuated between 47 % and 57% 
of the total. This trend began to weaken slightly in 1979, and dropped off abruptly in 1981 and 1982. 
During those two years, private international banks provided only 12% of the external resources 
(see table 16). 

Secondly, in absolute terms _with the exception of the period from 1973 to 1975 when the 
amount of suppliers’ credit was relatively great— the two main sources of external financing were 
bilateral credits and, particularly, credits from multilateral organizations, which accounted for 60% of 
the total in 1981. , 

To some degree, suppliers’ credit followed a pattern similar to that of the credits granted by the 
international banking system. After representing a significant percentage of external financing 
during the three-year period 1973-1975, its rate of growth began to drop off considerably in 1975 and 
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hed a minimal value in 1980 and 1981 —although it showed a sharp upturn in 1982. : 
o eatiion of the overall situation in the Bolivian economy and the difficulties confronted by ts 
external sector, especially during the last two years, caused both types of financial intermediaries to 
reduce markedly the amount of resources they made available to the country (see table 16) <a 
As already mentioned, a new renegotiation of the debt had to be undertaken in 1982. After 
several months of negotiation, new agreements for the deferral of payments were signed with the 
governments of some countries, such as Argentina, Brazil and Peru. In addition, talks were initiated 
with the private international banking system, with which the country had a debt of US$ 750 million — 
—US¢$ 450 million of which had already been renegotiated. Talks were held concurrently with the IMF — 
with a view toward obtaining an expanded credit agreement; however, by the end of the year, no 
agreement had been reached. ; | rl 
Finally —apart from some minor credits already received by the country in the course of the :, 
year— after the installation of the new government the bilateral assistance funds which the United | 


States Government had held back since July 1980 were unfrozen. 


f) The exchange rate >: 

One of the economy's major problems throughout 1982 was the extreme instability of the 
exchange rate. : 

The ratio of Bolivian pesos to the dollar had remained fixed'since 1979, when the peso had been 
devalued for the last time. Since domestic inflation had been higher than the international rateduring 
that and following years, maintaining that exchange rate had been tantamount to subsidizing foreign 
products to the detriment of domestic products, and this had led to a sharp increase in imports. 
Moreover, as mentioned above, several external loan repayments were to fall due in 1982, andbythe 
end of 1981 the authorities had already stated that “the flow of foreign exchange that was generated 
was not sufficient to meet the debt service and import needs’”.* In the same group of statements, ? it 
was noted that the fiscal year had closed with foreign exchange reserves of slightly over 
US$ 1 million, and the question of establishing a floating exchange rate was raised. 

As of that moment, one of the main topics of discussion in economic and entrepreneurial circles 
was the advisability or inadvisability of establishing a floating exchange rate. From the very 
beginning, the lack of agreement among various sectors in the country’s economy with regard to this 
possibility was apparent; in addition, this spurred speculation regarding the dollar and forced 
entrepreneurs to purchase this currency on the parallel market because of the scarcity of foreign 
exchange. Moreover, since taxes were based on the official exchange rate, the difference between the 
latter and the open market rate was seen as a windfall profit. 


Table 16 
BOLIVIA: DISBURSED EXTERNAL DEBT, BY TYPE OF CREDITOR 
(Millions of dollars) 


1973" 1974° 19757 1976 1977° 1978” 1979? 1980 1981 1982° 


Multilateral agencies 18 25 33 40 61 72 83 160 99 40 
Bilateral credits 12 26 8 81 66 64 54 77 208 45 
Private foreign banks we 62 82 154 234 305 a7 182 41 15 
Suppliers 13 17 50 18 44 41 56 7 4 5 
Other - . . - 31 56 31 1 1 1 


Source: Central Bank of Bolivia. 

a . . . 
Some of the credits received during these years were granted by a number of creditors, but it was not possible to determine the 
amount of credit provided by each one. Here, the total amount of the credit is attributed to the largest institutional lender. 


b 
The breakdown of creditors for these years does not specify the'creditors of the specialized banking system; they are included 
under the heading “others”. 


“Preliminary figures, up to September. 


®See the statements of the President of the Central Bank of Bolivia in Presencia, 31 December 1981. 
9 Ibid. 
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___Nevertheless, the authorities decided to devalue the peso and to continue with a fixed exchange 
rate. : : 


On 5 February 1982, as part of an extensive economic package the following steps were taken: 


: 
il) 


ili) 


iv) 


v) 


vi) 


The new rate of exchange between the Bolivian peso and the dollar was set at 43.13 pesos 
to the dollar, which was an increase in the exchange rate of 76%; 

The 1.6% tax on the sale of foreign exchange and the 2% tax on revenue stamps were 
eliminated; 

The surrender to the Central Bank of 100% of the foreign exchange obtained from exports 
by the public and private sectors continued to be obligatory, the only exemptions being 
operating expenses and royalties paid in foreign currency; 

Both the banking system and the exchange houses were prohibited from depositing 
foreign exchange provided by the Central Bank in accounts outside the country; 
Entities of the central government, as well as decentralized, quasi-autonomous and local 
bodies, were prohibited from opening or holding deposits or other financial assets in 
foreign currency, either inside or outside the country, and were required to conduct foreign 
currency transactions through the Central Bank; 

Finally, the obligation of the banking system and exchange houses to remit the daily 
receipts from the purchase and sale of foreign exchange to the Central Bank was 
reaffirmed. 


Nevertheless, the 76% drop in the value of the peso did not put an end to speculation regarding 

_ the dollar; on the contrary, it spurred substantial price increases, hoarding and the concealment of 

~ goods. 

Under these circumstances, the exchange policy was completely overhauled scarcely six weeks 
later. The new provisions introduced the following innovations in this regard: 


i) Two foreign exchange markets —an official market and an open market— were 


established, thereby acknowledging the transactions which had already been taking place 
on the parallel market for quite some time; 


ii) Transactions on the official market were to be in accordance with the following principles: 


— the official market would be administered by the Central Bank and would be employed 
only for the external trade and external debt service obligations of the central 
government and of the Central Bank; 

— the foreign currency financial resources for the official market would be provided from 
the external loans obtained by the central government and the Central Bank; 

— the foreign currency surpluses of public-sector export companies, as well as all the 
capital inflows from the exterior obtained by these companies and other entities of the 
public sector, would be channelled to the open market via the Central Bank, which 
would act as the financial agent for those companies; 


iii) The operation of the open exchange market was established according to the following 


terms: 


— the open exchange market would:be formed by the private banking system, State banks 
and the exchange houses; 

— it would meet the foreign exchange needs of the private sector and of that part of the 
public sector not supplied by the official market; 

_ the transactions of commercial banks, the Banco del Estado and the exchange houses 
would be conducted with their own foreign exchange and with the foreign currency 
obtained by them from internal and external sources; 

— surpluses held in foreign currency by the private export sector would be channelled 


directly to the open market; 
— finally, a 1.8% tax on foreign exchange sales, which would go to the Central Treasury of 


the nation, was established for both the official and the open markets; 
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institutions, companies, associations and other natural and ar 
and public sectors were required to surrender only 40% of the net value of their exports to 
the Central Bank. It was also made compulsory for them to pay taxes, royalties and other 
levies on exports in dollars. Some of the tax incentives for exports established in late 1981 


During the final quarter of the year, after the change of government had taken place, two 
important provisions were adopted due to the fact that the situation in the exchange market was 
completely out of control and because of the extremely negative effects which the currency float 
(see table 17) had had on the entire economic system. Firstly, what was known as the “de- 
dollarization” of the economy was carried out. Secondly, after another devaluation, a single fixed 
exchange rate was reinstated, thereby eliminating the dual exchange market system. 

This “de-dollarization of the economy” was decreed in early November. In reference to the need 
for these emergency measures, the corresponding decree states: “as a consequence of the 
establishment of a floating exchange rate against the dollar, debts owed to private banks which are 
denominated in foreign currency or in national currency with an escalator clause have increased to 
such a great extent that it is virtually impossible for borrowers to meet their obligations...this inability 
to meet payments primarily affects strategic sectors of the economy such as mining, energy, industry, 
commerce, crop-farming, stock-raising and transport, whose financial difficulties, in turn, affect the 
national economy as a whole”, all of this being caused by “the dollarization of the loans from the 
banking system and the institution of a floating exchange rate against the dollar. }° In view of all the 
above, it was decided that: 

i) All overdue obligations arising out of operations, contracts or the servicing of bank credits or 
private loans contracted in foreign currency, or in national currency with a dollar clause, were 
converted into Bolivian pesos at the weighted exchange rate as of that date of B$ 145.40 per dollar, 
with the exception of contracts related to the low-cost housing programme and the Central Savings 
and Loan Fund for Housing, which would be subject to separate regulations. 

i?) All overdue obligations incurred by natural and/or legal persons residing in the country as a 
result of acts, contracts or operations involving private, commercial or bank loans were to be paid 
solely in national currency at the above-mentioned exchange rate.'? 

Finally, as noted earlier, two days after the “de-dollarization” a fixed exchange rate was 
reinstated for all transactions —after another devaluation which, in this case, amounted to a 354% 
increase in the exchange rate. The package of measures adopted by the Government included the 
following: 


— A single exchange rate of 196 Bolivian pesos to the dollar was adopted; 
__ The surrender to the State of 100% of the net value of public- and private-sector exports 
was once again made compulsory; 


10See Gaceta Oficial de Bolivia, Executive Decree No. 19249, 3 November 1982. 


11 [bid. The development of these guidelines took the following forms: a) term deposits in foreign currency made by 
natural and/or legal persons residing in the country, as well as overdue commitments arising out of loans granted from these 
deposits to those same persons by the banks of the national financial system, were converted into Bolivian pesos at the 
weighted exchange rate as of that date of B$ 145.40 to the dollar, for repayment at that exchange rate; b) debts denominated in 
national currency which included a dollar clause must be repaid only in the amount of the national currency received, the dollar 
clause thereby being rendered null and void; c) existing overdue commitments incurred in the course of transactions, contracts 
and banking services denominated in foreign currency payable to the banks involving resources from foreign financial 
institutions at that time were converted into Bolivian pesos at the weighted exchange rate of that date and were to be paid by 
the debtors at the exchange rate of B$ 145.40 to the dollar; d) as of that date all transactions, legal acts and contracts 
denominated in foreign currency or in national currency with a dollar clause between natural and/or legal persons residing in 
the country were prohibited, with the exception of transactions, contracts and services of the banking system with the exterior, 
e) all commitments cited in articles 1 and 2 of this decree which had not matured as of that date would be paid exclusively in 
national currency at the single exchange rate prevailing at the time of payment; f) as of that date, financial institutions were 
prohibited from accepting deposits in foreign currency. 
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Table 17 
BOLIVIA: EVOLUTION OF EXCHANGE RATES 


ge a FARE ify nab ee A FO a ss ee 


Nominal exchange rates* Indexes of effective real 
(pesos per dollar) exchange rate 
Official Benchmark 
exchange exchange Exports Imports 
rate rate 
1975 20.02 - 96.6 102. 
1976 20.02 - 102.8 ae 
1977 20.02 - 99.1 106.4 
1978 20.02 - 102.8 110.3 
1979 24.53 - 104.8 107.5 
1980 24.53 s 100.0 100.0 
1981 24.53 = 72.2 75.2 
1982 126.1 130.9 
January 24.53 - 67.7 70.6 
February 23.13 43.13 101.1 105.0 
March 43.18 81.00 117.9 122.3 
April 43.18 78.00 125.0 129.4 
May | 43.18 87.50 122.6 128.3 
June 43.18 101.68 jE pe) 153) 
July 43.18 150.81 1274 134.1 
August 43.18 179.54 135.2 141.6 
September 43.18 229.17 137.3 142.2 
October 43.18 225.09 132.6 136.4 
November 196.00 - 114.5 118.7 


December 196.00 - 133.6 139.0 
Source: Central Bank of Bolivia; ECLA, on the basis of official data; and International Monetary Fund, International Financial 
Statistics. 

“Exchange rates used by the banking system to convert foreign currency into national currency. 

> These are the intexes of the real official exchange rate for the peso [except during March-October 1982, when a real rate 
obtained from the average of the official rate (weighted 40%) and the open-market exchange rate (weighted 60%) was in 
use] vis-a-vis the currencies of trading partners, the latter, in turn, being weighted according to the relative size of exports or 
imports, as the case may be, to or from those countries. With respect to the methodology and sources used to calculate the 
effective real exchange rate, see the statistical appendix of ECLA, Economic Survey of Latin America, 1981, United Nations 


publication, Sales No. E.83.1L.G.2. 
“Selling rate for spot foreign exchange transactions set by the Central Bank for exports of goods only. 


— The system of foreign exchange control was also introduced, 

— All operations involving foreign exchange were to be conducted exclusively by the Central 
Bank; 

_—_ Natural and legal persons would be allowed to sell foreign exchange only to the Central 
Bank, to the Banco del Estado or to legally authorized agents, 

— The banking system, the exchange houses, hotels and travel agencies would only be allowed 
to buy foreign exchange derived from sources other than exports of goods and services at 
the official exchange rate. In this case, an 8% premium for the vendors was established; 

_ The sale of foreign exchange to any component of the financial system other than the 

Central Bank was strictly prohibited; 

The Exchange Policy Commission was formed to monitor foreign exchange holdings and 

to allocate them for imports according to guidelines established by the Government, 

— Finally, provisions were esatablished to regularize the situation of exporters who were 
required to surrender the foreign exchange from their external sales and who had not done 


so at the proper time. 


All of the above points up the abrupt changes to which the exchange market was subject, and 
their repercussions on the entire economic system. Despite the fact that, for obvious reasons, the 
available information is incomplete, it can be seen that there were truly violent fluctuations in the 
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exchange rate, in that the difference between the two exchange rates, according to the information 
available, exceeded 430% in September (see table 17). ag I el ihe get aT a 

Given the above situation and the disproportionate increase 1n inflation during 1982, the 
effective real exchange rate might have been expected to plummet, as it did in 1981 when the export 
and import indices fell 28 and 25 points, respectively. Nevertheless, as a result of the two 
devaluations, the indices of the effective real exchange rate recovered notably in 1982, reaching their 
highest levels since 1970. The turnabout in the trend was astounding. Until January, the indices had 
continued the decline which began in 1981; however, from the time of the February devaluation until 
December, they rose to such an extent that.the export index climbed no less than 54 points, and the 
import index rose 56 points (see table 17). 


4. Prices and wages 


a) Price trends 


One of the most outstanding aspects of the economy’s behaviour in 1982 was the evolution of 
prices. It would be difficult to find any previous fiscal year during which inflation was so severe or in 
which so many different measures were implemented in this sphere, at least during the first partof 
the period being analysed. >. | 

The first and most significant event was the move from double-digit to triple-digit inflation. 
The December-December variation in the consumer price index rose from 25% in 1981 to nearly 
300% in 1982, which was a twelvefold increase over the 1981 and 1980 rates, and more than six times 
higher than the 1979 rate. All the components of the index rose by similar amounts, although the 
largest variation was in the category of food, which increased more than 313%. The variation 
between annual averages of consumer prices rose less; they increased 123%, which was a fourfold 
increase over the 1981 rate of 32%. The behaviour of food prices as measured by the annual average 
was very similar; the item which rose the most was “miscellaneous products’, whose rate of 
expansion increased sixfold between 1981 and 1982 (see table 18). 

Wholesale prices exhibited even higher increases than consumer prices. The December- 
December variation was over 400%, which meant that the inflation rate was 15 times higher than in 
1981. If the increase is measured on the basis of the annual averages, it was nearly 230% 
(see table 18). All of the components of the index exhibited considerable increases, the most 
remarkable rise being in imported products; from December to December, these prices rose by the 
extraordinary figure of 540%, which was a sixfold increase. This exceptional rise was due, firstly, to 
the progressive deterioration of the exchange rate. the two devaluations of 1982 —the first one, in 
February, revalued the United States dollar by 76% and the second one, in November 1982, raised the 
dollar/peso ratio by 354%— had a very close connection to the acceleration of the inflation rate. 
Some other events which have already been mentioned were also factors in this: the currency was 
allowed to float against the United States dollar as from March, which caused severe disturbances in 
the economic system; the shortage of foreign exchange for imports also played a decisive role in the 
size of these increases, and finally, hoarding the speculation —regardless of whether they involved 
essential or non-essential goods— were also not unrelated to the rise in prices. 

The foregoing factors account for the sharp increases in import prices. Other factors related to 
the internal workings of the economy also played a decisive role in the overall rise in prices: the 
runaway expansion of the means of payment —an increase of over 150% with respect to 1981— asa 
result of the ongoing deficits of the central government, and the sharp drop in total supply which, as 
noted above, fell nearly 12% during 1982. Both of these factors are a manifestation of the major 
structural malfunctions of the economy, which rendered the short-term measures to reduce or slow 
down price increases insufficient and ineffective. 

Chronologically, during the first three months of the year the rate of inflation as measured by 

the consumer price index was 28%, which was higher than the rate for the entire preceding year 
(25%). Two months later, in May, the rate had doubled, and by July/ August the increase was fourfold. 
In seven out of the twelve months of the year, prices increased at a monthly rate of over 10%. Ina 
different vein, it is interesting to note that although the Bolivian peso was devalued in February and 
November, these were not the months in which the greatest increases occurred (see figure 5). 
Wholesale prices followed a very similar pattern. 
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Table 18 
BOLIVIA: EVOLUTION OF DOMESTIC PRICES 


1976 1977 1978 1979 


Variation December - December 


Consumer price index pee 10.5 13.2 45.4 23.9 25.15, 296.5 


mm Food- S35 103-142-9454 O26 G32 
_ Wholesale price index 11.4 9.5 18.6 43.5 35.2 27.9 406.1 
__ Imported products 14.5 14.1 24.5 209 36.4 37.2) 0943.0 
~ Domestic products 
E Agricultural products 13.4 12.0 29.0 44.4 36.2 144 274.6 
so Manufactures 8.8 5.6 9.1 Depp) 33.8 oul 395.8 
3 Variation between annual averages 
_ Consumer price index 45 8.1 10.3 19.7 47.2 B2et 1235 
= Food 24 8.1 10.0 18.6 47.5 30:2 123.9 
Housing 55 12.0 11.3 21.3 47.8 3251 100.4 
Clothing 10.9 4.0 8.8 ISAS) 42.6 24.0 129.0 
Miscellaneous 4.2 8.4 13.0 28.8 49.5, 23.0 142.0 
' Wholesale price index 6.6 10.2 15.6 23.9 49.3 5). 2255 
Imported products 8.4 15.2 23.7 7g 35.6 43.7 342.5 
Domestic products 
Agricultural products 6.3 13.9 20.5 Piet) 54.6 24.77 140.0 
Manufactures 6.0 ye) 8.4 25.5 54.5 se wae WHA 
Source: National Statistical Institute and the Central Bank of Bolivia. 

With regard to the price control policy implemented during the year, a distinction must be 
made between the period from January to September and the months from October to December. 
During the first nine months, the measures taken were contradictory and provided very little 
information to the various economic agents. The year started out with a reduction in the prices of 
essential products, together with the establishment of favourable terms for the importation and 


marketing of foreign products which were part of the shopping basket. This decision, which was 
taken in January, was followed by a package of measures approved in February. These measures set 
nation-wide price ceilings for such products as chicken, eggs, maize, soya, domestically-produced 
wheat, sugar cane, imported and domestic pharmaceuticals and cement. At the same time, rents were 
frozen and the drawing up of leases denominated in foreign currency among nationals was banned; 
the conversion of all lease contracts between nationals to the national unit of account at the official 
exchange rate (25 pesos to the dollar) was made mandatory. In addition, the prices of wheat flour, 
bread, rice, sugar and domestically-produced milk were frozen at the levels at which they stood on the 
day the corresponding provision was promulgated. Finally, price increases for electricity and fuels 
were authorized. 

Only 47 days after the above provisions were laid down, other provisions were approved which 
nullified some of them; the most surprising one of all was the measure which lifted the freeze on 
sugar, rice and domestic milk prices. 

Finally, after the change of government in October, the new government approved —on the 
same day the peso was devalued in November— new prices for essential products (oil, rice, sugar, 
coffee, chicken and beef, eggs, milk, lard, bread, flour noodles) and for the agricultural and industrial 
inputs needed for their processing, as well as for imported and domestically-produced 
pharmaceuticals. As a complementary measure fuel, electricity and transport prices were raised again 


(see table 19). 


b) Wages and salaries 


According to official data, in 1982 real wages and salaries rose appreciably in all branches of 
economic activity except construction and banking, where they declined 16% and 3% respectively. 
Among the largest increases, those in mining (84%), electricity and gas (48%) and services (39%) 


were particularly significant. 
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hese rises reflect the two wage increases (although their characteristics differed) which were 
ed out during the year. At the time of the first, which was granted in February in order to mitigate 
he price increases caused by the higher exchange rate, the Government agreed to award a bonus ona 
ding scale from 130% to 17% public-sector workers earning less than 12 000 pesos. This wage 
pplement was extended to include the employees of public and semi-public enterprises, but the 
employees of those companies, as well as all private-sector workers, would have to enter into 

} negotiations with their employers in order to establish new wage levels. 
At the same time, wage increases for the public sector and future hiring of administrative 


ws = . - a . . * . 

- personnel were prohibited. Finally, the Government directed that the studies concerning the 
establishment of the minimum wage were to be concluded within six months. This measure, which 
complaints by the authorities of the Bolivian 


- was important in its own right, nevertheless gave rise to 

Social Security Institute. This body pointed up contradictions between this provision and the wage 
~ increase decree in connection with the future financing of social security agencies. 

; In accordance with the provisions established in February, new wage levels were established 
_ some time later for nationalized mining, as well as medium-scale mining activities. The increases for 
the former ranged between 21% and 27% depending upon the type of work, while the increases for 


~ the latter were higher. _ 
The largest wage adjustments were implemented after the new government assumed office in 


a October, however. The following measures were adopted in early November: a wage increase was 
~ granted to all workers in the country, both of the public and private sectors. For wage earners 
oa receiving 15 500 pesos or less per month, the increase was 30%; persons earning more than that 
amount received an across-the-board raise of 4 650 pesos monthly. In other words, whereas there was 
a a proportional raise for the former group, the increase was progressively less for the higher salary 
4 levels in the second group. 

In addition, a minimum monthly wage of 8 490 pesos was established which would be adjusted 
on a one-time basis— after 100 days; future adjustments would be made periodically. Wages were 
_ defined as the difference between the total amount earned annually and all the wage supplements 
other than the basic salary, the duty bonus, the social allowance and the cost of living adjustment. 
> It was also provided that ways of implementing joint management by the workers in public 
revenue-earning enterprises should be studied, and that employer, labour and State social security 
contributions should, as of that date, be based on the total wages earned by the workers, whatever 
their type, amount, denomination or form of payment. In addition, the ceiling on contributions per 


insured person was raised to 25 000 pesos. 
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5. Monetary and fiscal policy 


a) Evolution of the means of payment 

One of the most outstanding aspects of the behaviour of the economic system in recent years 
has been the subordination of monetary, exchange and credit policies to fiscal policy in an effort to 
meet the ever greater financial needs of the public sector. 

This is the reason for the lack of any regular trend over time in the evolution of the main 
monetary variables and for the lack of even a minimum of control over the expansion of the means of 

ayment. 
ae During the first nine months of 1982, the growth rate of the money supply was over 150% 
(see table 20). Thus the process of money generation was far above that of preceding years, when it 
had also increased considerably (especially in 1980 and 1981, when it rose 42% and 20%, 
respectively). A surprising feature, however, was the very different growth rates for currency outside — 
banks and current account deposits; the former was 200%, while the latter was 80%. These rates of } | 
expansion also bore no similarity to those of the immediately preceding years, during which there — 
were also notable changes in the speed of growth. ~~ 

Domestic credit was the element which was most responsible for speeding up the expansionof 
money, since international reserves declined sharply. In 1980 and again in 1981, reserves had dropped 
by twice the amount of the year before, and during the period up until September 1982, they fell by 
two and one-half times that amount. Thus external assets, rather than being a factor in the expansion 
of money, continued to be a mechanism for its contraction, as had been the case since 1979. 

On the other hand, domestic credit rose over 240%; this rate, which was by far the highest in 
recent years, was treble the 1981 value in absolute terms. The increase of 77 billion pesos was 
distributed as follows: the Government received 110% more resources than in the preceding year, 
nearly doubling the absolute value of the financial resources which it had at its disposal, but the largest 
share of domestic credit went to the private sector. Thus, after increasing between 1979 and 1981 at 
rates that fluctuated between 17% and 30%, in 1982 the rate was over 380%, thus bearing no 
resemblance to its behaviour in preceding years. Despite the above, the rapid rate of price variation 
between January and September (170%) meant that in real terms the resources provided to the public 
sector declined, whereas those furnished to the private sector still rose considerably (53%). 


Table 20 
BOLIVIA: MONETARY BALANCE 


Balance at end of year 
(millions of pesos) 


1979 1980 1981 1982 1979 1980 1981 1982” 


Growth rates 


Money 10304 14694 17587 38142 166 42.6 19.6 155.6 
Currency outside banks 7214. 9AGl 10.852. 27 691, 241 312 TA 2s 
Demand deposits 309% * 5.235. guOulop asl Ont 23 69 328) eee 

Factors of expansion 18714 23675 25846 87392 20.0 26.5 9.1 2 2h hae 
International reserves (net) -2560 -5196 -10950 -26 772 =~ 1029 “110:7" 1742 
Domestic credit 21274 28 871 36796114 164 “"40'5" 9935.57 27 ae 

Credit to government (net) 7)/882.—13°159.—16711-—31) 247, 00:78 S669 S269) 21105 
Credit to other institutions 1151 1 363 1 5401 65:2: 503, 212i, 84) LI as 
Credit to private sector 12241 14350 18546 80414 256 17.2 29.2 381.5 

Factors of absorption 8412 8981 8260 49250 24.4 6.7 -8.0 473.3 
Quasi-money _ 6.328 | 8.430.) 11,831 236308) 12.0" 34:20 40.3 ae 
Long-term foreign loans 2 422 1974 2484 19871 2019 -184 25.8 744.8 
Counterpart funds 37 ih 14 21 -39.3. -27.0 -48.1 23.5 
Other items (net) 375-1450 -6069 -6 950 - 286.6 3185 78.2 


Source: International Monetary Fund (IMF), International Financial Statistics. 
,UP to September. 


é Figures were calculated with respect to the same month of the preceding year. 
Includes deposits by the private sector in the Central Bank. 
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p There was a significant increase in the factors of absorption of the money supply, which 
t gistered a sixfold increase over their 1981 value during the first nine months of 1982. The factors 
which rose the most were quasi-money (260%) and long-term foreign loans (over 700%). 

9 As already mentioned, the money supply —defined as M,— rose by 155% in nominal terms; 
M, (defined as M, plus term deposits) rose 204% at current values. However, when the very rapid 
inflationary process is taken into account, the real evolution of currency outside banks plus demand 
deposits registered a sharp drop (-25%). 


a The behaviour of interest rates was particularly complex. The only credits whose interest rates, 
in nominal terms, was unchanged were credits from the official banking system (see table 21). The 
_ acute inflation rate caused real interest rates to decrease, which was extremely advantageous for the 
_ recipients of this type of credit. 
A $ The other groups representing a demand for credit encountered a variety of situations during 
a 1982. In the first two and the final two months of the year, the nominal interest rate was set at 32% 
_ and 45%, respectively. However, as a consequence of the changes made during March in the system 
_ for the compulsory surrender of foreign exchange by export sectors to the Central Bank, the nominal 
- interest rate was allowed to be freely determined by market forces, and it may be assumed that the 
_ rates thus determined were higher than the increases in prices. 
=f Deposit transactions yielded a minimum annual rate of return for depositors of national 
currency of 23% in January and February and of 30% from March until the end of the year. From 
_ March onward, foreign-currency deposits, also as a minimum, attracted interest at the LIBOR rate, but 
this ceased in November when, as part of the “de-dollarization” of the economy, deposits in units of 
account other than the national unit were prohibited (see table 21). With interest and inflation rates 
such as these, the real rate of return on deposits was of course negative. 

In 1982, as a result of the changes in the nominal interest rates and the variations in credit and 
deposits, the legal reserve requirements for deposits in national currency were altered on two 
occasions. The first change was made after the establishment of a dual exchange market; the second 
was introduced when the measures approved in November entered into effect. In both cases the levels 
were raised both for national and foreign banks; the increases varied between 4 and 10 percentage 
points depending on whether they referred to demand deposits, deposits in savings banks or fixed- 

~ term deposits. Thus, for example, the legal reserve requirement in respect of fixed-term deposits in 
~ national banks, which had been 5% in 1981, was 15% in 1982. 

The trend in deposits of national currency was clearly different in the January-October period 
from the November-December period. Whereas these deposits increased at a rate of 6% per month 
during the former period, they rose at a monthly rate of 18% after the “de-dollarization” of the 
economy was decreed. Quasi-money, however, after growing 12% per month from January to 
October, declined at an average rate of over 13% in November and December. 

Credit behaved otherwise. Total credit rose 14% per month between January and October, but 
dropped at a rate of 14% monthly between the time when the “de-dollarization” was decreed and the 
end of the year. Credits granted to the private sector decreased even more after the ““de-dollarization” 
of the economy; after having risen by an average of 17% monthly from January to October, they fell 
by 26% per month from that time until the close of the year. 

Due to the above, the overall liquidity of the economy underwent abrupt changes during the 
course of the year, and the liquidity coefficient, which was very similar to that of 1981, dropped to one 
of its lowest levels since 1971 (see table 22). Late in the year, after the ‘“de-dollarization”, the level of 
bank reserves rose above the legal reserve requirements, exceeding them by 7% in November and by 
62% in late December. This phenomenon might be accounted for by the banking system s reluctance 
to take on too great a risk; hence its preference for maintaining idle resources rather than investing 
them in activities which did not offer a great deal of security. 


b) Central government income and expenditures 

ems of the economy has been posed by the public sector. 
lled by the State through public enterprises has not 
e decentralization has given rise toa large number 


In recent years, one of the main probl 
Firstly, the large portion of the economy controll 
always operated efficiently. Secondly, administrativ 
of public agencies which have not proved to be easy to control or run. 
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Table 21 
BOLIVIA: EVOLUTION OF NOMINAL INTEREST RATES 


(Percentages) 
1974. 1975 1976 1977 1978 1979 1980 1981 1982 
Loans 
Business and private sectors 328 I 
Effective nominal rate* B50. ..35,.0., 251) 29.0. 29.0. 204) pias Owe Unrest S| 
Productive sectors 39! 
Effective nominal rate 190°" 19.00 19:0 °°19:0 “1910 23:0" °24.8— "32.0 dicta 
ee on own funds 13.0...33.0. .150.-13,00 15.0 5 120 C1904. 208 20.8 
ete Es Se (Ge i200 120 120" 120 er2 ee le Ee 12.0 
Deposits Se 
Deposits in savings banks’ 10.0... 10,0....10.0.....10.0,,\ 10.0... 150 yee A FO pate O 30.0" 
es Sine sonkn te =! S 2. 199 Egg 7ill@oeyryaene: tah apa 7th 
Fixed-term deposits in foreign 20.0° 
currency® = a aa oe ms a ES LIBOR , 


Consumer price index 
(December to December) a ie 5. SV 1OSO 81S MA 250 Se 296.5 


Source: Central Bank of Bolivia. 

“These are nominal interest rates including taxes and comissions. 

January and February. 

“March to October. 

4November and December. 

“Includes the Banco del Estado, Banco Minero, Banco Agricola and the Banco Industrial. Excludes BANVI and other 
development banks. 
Funds from international organizations. 

® Minimum interest rates. 

March to December. 


Both factors contributed to the increase in the State’s need for financing, at the same time that 
the rigidity of the taxation system made it necessary to resort to other sources of financing —foreign 
borrowing and the Central Bank. 

In nominal terms, current income stagnated, after having risen 40% and 20% in 1980 and 
1981, respectively. In contrast, total expenditure, at the prevailing rate of the peso for each year, rose 
64% —a figure which had not been matched since expenditure nearly doubled in 1974 (see table 23). 

Due to the above, the fiscal deficit —which had been doubling every year since the mid-1970s— 
increased by no less than 153%; this was the highest rate in the last ten years, the only comparable 
increase being the rate of 151% for 1972. 

Nevertheless, because of the phenomenal inflationary process which began in 1982, the 
behaviour of the main fiscal variables in real terms was quite different. Thus, the 55% decline in 
current income represented somewhat more than a twofold decrease in aboslute terms with respect to 
the 1981 level. Conditions were similar, although somewhat more moderate, with respect to total 
expenditures, which actually decreased by over 26%. As a result of the fact that income dropped more 
than expenditure, however, the deficit in real terms —which had been greatly reduced in 1980 and 
1981— grew 13%. 

A deficit of this size, despite the inflationary pressure described above, shows up the degree to 
which the public finance situation had deteriorated. This fact stands out even more clearly when it is 


146 


BOLIVIA 
— St eS SSE Table 22 
‘ , BOLIVIA: EVOLUTION OF LIQUIDITY COEFFICIENT 


(Millions of current pesos) 


Gross i ts 

RAKE ae domestic Fiquidity 

produ ct coefficient 
1 690.7 13 543 0.124 
. 2 136.0 17 249 0.123 
2 1973 2 918.3 21 056 0.112 
1974 4 195.5 43, 325 0.097 
1975 4 653.6 49 201 0.094 
1976 6 391.9 56 447 0.113 
£71977 Fg eee. 65 220 0.118 
1978 8 632.5 76 474 0.113 
_ 1979 10 087.1 92 056 0.110 
1980 14 238.0 134 987 0.105 
- 1981 LF 152.5 181 078 0.094 


_ 1982 52 410.6 549 867 0.095 


_ Source: Central Bank of Bolivia. 
: Refers to currency in circulation and demand deposits. 
___~At current consumer Prices. 


borne in mind that the deficit represented no less than 65% of total expenditure and that it had 
already amounted to 42% one year earlier (and had not dropped below that level since at least 1979). 

Another indicator which clearly illustrates the acute crisis of the public finances is the ratio 
between current income and the gross domestic product. This proportion, which had varied between 
10% and 14% during the period of 1978-1980, dropped to 5% in 1982, this level is scarcely tolerable 

. for any economy, and was clear evidence of the tax system’s inability to keep pace with the evolution 
of the product (see table 23). 

An important factor in this very critical process was the above-mentioned stagnation of 
nominal income in 1982. Despite the effort made to boost revenue, export and customs duties 
dropped, and mining royalties stagnated, because of lower international prices; thus, the instrument 
which was the most significant source of revenue —without raising the question of its 
progressiveness— was domestic taxes. 

On the expenditure side, the drop of over 6% in real terms was basically due to the restrictive 
governmental policy initiated in 1981. 

The smallest decreases were in payments for personal services and transfers, which declined 
approximately 40%. Payments to civil servants were lower: despite the two wage increases approved 
for them during the year, their wages fell steeply in real terms, and State expenditure on this item 
dropped over 9% annually in the period from 1979 to 1982. The progressive deterioration of the 
economic situation during 1982 contributed to the average decrease of no less than 32% per year in 
transfers and contributions over the last four years (see table 23). 

Other central government expenditures fell off even more sharply. Payments for non-personal 
services, the purchase of materials and supplies, and fixed and financial assets, as well as payments for 
the servicing of the domestic and external public debt dropped drastically (about 70%). Decreases of 
this size, as noted above, cannot be attributed solely to the effects of inflation, because there were also 
decreases in nominal terms with respect to 1981. One of the most striking declines corresponded to 
the servicing of the public debt, which dropped 72% in real terms. As a result of this decrease and of 
the fact that payments were restructured in 1981 and 1982, holders of financial assets issued by the 
State saw their return on the loans granted drop, on average, by 31% annually. The reduction of 
payments for servicing the public debt was clearly evidenced in the changing ratio between that debt 
and total expenditure; this was 127% in 1979, 17% one year later and then dropped abruptly to 5% in 
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According to Central Bank data, however, the entry which did most to cause the deficit to be two 
and one-half times greater than in 1981 was “other expenditures’, which soared nearly 1 000%. 

The measures adopted during the year in response to the seriousness to the public sector's 
financial crisis were almost all aimed at increasing fiscal income, on the one hand, and reducing public 

i he other. 
sce 3 spr start of the year, a tax reform was decreed which established a mew income tax 
schedule for natural persons and a new scale for the inheritance tax on undivided estates. The reform. 
sought to ease the tax burden on persons earning fixed wages and salaries; however, the people who 
actually gained were the very low-paid employees who had a number of dependents. The guiding 


Table 23 
BOLIVIA: MOVEMENT OF NATIONAL TREASURY FUNDS | 


Millions of pesos Growth rates 
1979 1980 1981 1982° 1979 1980 1981 1982* 
Current income 8384 11793 14069 14054 -1.8 40.6 19.2 - 
Inland revenue 3621 4459 5081 Biter * 23.1, 7159 ni 
Customs revenue 2064 2564 3150 — 38 pL We Ni a 
Additional export tax 807 1277 9 a 120 -84.2 -92.9 
Mining royalties Seer Ne yyal 889 5 bera=bBun 32.8 -49.8 
Petroleum and other royalties 80 1852 2 406 ee SSN 29,9 
Other income 479 1020 2534 re - 112.9 1484 2 
Total expenditure 15035 21521 24286 39959 30.2 43.1 12.8 64.5 
Personal services 5948 9706 11931 16590 264 63.14. 22: OG 
Non-personal services 587 946 1147 850 144 GI1 21:2" 2 
Materials and supplies COLE SP 12 Soe O70 ligil 1184 674 -26.1 
Fixed and financial assets 3 Wieoe 1345 1 598 940 23.8 3242 188 -41.1 
Public debt 1.83%- “ad SLi a13s00Sh SEG 99 1084 -189 -37.1 
Transfers and contributions SADE.» 2.5525 2G] 4m 3500 6.6 -25.4 A]. 331 
Other expenditure 2236- PG4y ~ 3b 14 1 4502 -26.5 -20.2 981.3 
Deficit 6651 9728 10461 25904 121.5 46.2 5.0 153.5 


Millions of 1966 pesos 


Current income 1766 1687 1521 681 -17.9 44 -9.8 -55.2 
Inland revenue 763 638 550 sf) ceded -16.3 -13.7 - 
Customs revenue 435 367 341 ee st, -15.6 -7.0 -46.6 
Additional export tax 170 18 . .. 440 -89.4 - = 
Mining royalties 281 253 96 Sings Ths! -9.9  -62.0 
Petroleum and other royalties 16 265 260 =) EOFS W556 -1.8 
Other income 101 146 274 some ach65 445 87.6 = 

Total expenditure 3169 3078 2629 1933 8.9 -2.8 -14.5  -26.4 
Personal services 1253: tard BBO! ade 2 804 5a 10.85 16.993 7a) 
Non-personal services 124 135 124 41 -3.8 8.8 -8.1 -66.9 
Materials and supplies 146 216 274 90 -15.1 47.9 268  -67.1 
Fixed and financial assets 67 192 173 45 46 186.5 -9.8 -73.9 
Public debt 386 546 335 94 = -8.0 41.4 -386 -71.9 
Transfers and contributions 722 365 289 172 -10.8 -49.4 -20.8 -40.4 
Other expenditure 471 235 142 687 267.9 -50.1... -39.5,. 383.8 

Deficit 1403 1391 41108 1255 85.0 0.9. -2035.. 132 
Deficit (as a percentage of 
total expenditure) 44.2 45.2 42.1 65.0 
Deficit (as a percentage of 
GDP) o 8.9 72 9.0 
Current income (as a 
percentage of GDP) Ii} 10.8 9.9 4.8 
Total expenditure (as a 
percentage of GDP) 20.6 19.8 17.1 13.8 


Source: Central Bank of Bolivia. 
“Provisional figures. 
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principle in the drafting of the new law was to lower tax rates; but since the sums that served as a basis 
for calculating the new tax included subsidies and supplements which had previously not been figured 
in, and since the exemption on 25% of gross income up to a maximum of 70000 pesos was 
eliminated, the end result was higher taxes for the rest of the taxpayers. 
With respect to fiscal policy, as well as other areas of economic policy, most of the provisions 
which entered into force in 1982 formed part of the packages of measures approved near the 
beginning and the end of the year. 
; Thus, various decrees were approved in February which exempted almost all essential products 
and all exports from sales taxes; a tax was temporarily levied on exports of mining products, oil and 
- natural gas and their derivatives, and on non-traditional exports in order to absorb part of the profits 
” made by exporters as a result of the increase in the exchange rate;!? and it was provided that all 
imports by the Government and the rest of the public sector would be subject to the corresponding 
~ duties and taxes. 
ae Complementary measures were adopted when the new government assumed office. Firstly, the 
12.5% tax on the retail price to the consumer of gasoline for motor vehicles, white gasoline and diesel 
Z oil was reinstated. Concurrently, as a result of the second devaluation in November and in order to 
_ offset the additional income of public and private mining exporters, changes were made in the 
assumed costs on the basis of which their tax payments to the State were calculated. '’ In addition, the 
_ duties on non-traditional exports were also temporarily raised. '4 The income tax was also changed; as 
_ an exceptional measure which would be in effect only during 1982, a 20% annual income tax cut was 
__ granted to wage-earners, up toa limit of 12 000 pesos. Finally, taxes on bank loans were established, '° 
_ interest penalties at a rate not less than the commercial interest rate were reintroduced for overdue 
tax payments; and it was stipulated that social security contributions should be calculated on the basis 
of total wages earned; the salary ceiling for compulsory and supplementary social security insurance 
_ was raised to 25 000 pesos, and pensions and retirement benefits were increased for non-working 
groups and retirees. 


rmit and the amount paid in respect of domestic sales of 


12This was a 7% tax on the value appearing on the export pe 
derivatives, unprocessed coffee, coca leaves, sugar, cocoa 


tin, tungsten and silver and exports of oil, natural gas and their basic 
and raw cotton. There was a 5% tax on antimony, zinc and lead sales. 


13This measure, which was approved for the 100 days following its promulgation, affected the producers of tin, 


tungsten, antimony, copper lead and zinc. The rates for silver were also changed. 


14This increase (8%) in the taxes on the net value of exports once again affected unprocessed or green hulled coffee 


i i roducts. 
beans, coca leaves, carfe sugar in solid form, cocoa beans, some types of wood and other p 
\SThe rate was 6% for commercial or personal credits and 4% for productive activities, while credits from funds 


provided by external financing and the Central Bank's refinanced lines of credit were exempted. 
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BRAZIL 


1. Recent economic trends: Introduction and summary 


In 1982, for the second year in a row, the Brazilian economy showed a recessive trend which was 
4 reflected in the decline of per capita income, high inflation rates similar to those of the immediately 
_ preceding years, and a decline of employment in the formal sector similar to that of 1981. In addition, 
_ the problems of the external sector as regards both current and capital transactions were accentuated. 
s The prolonged economic recession in the industrialized countries and the high interest rates on the 
_ international financial markets began to have an impact on the Brazilian economy, not only directly, 
~ but also indirectly through their growing impact on other developing countries that had become 
major trading partners of Brazil. This meant that income from exports declined sharply, as did the 
~ procurement of external financial resources, which dropped significantly because of the contraction 
_ of the private international financial system, especially during the last months of the year. 
¢ The economic policy remained basically the same as during the last quarter of 1981, when the 
_ authorities began to apply less severely than in the preceding twelve months the monetary 
- instruments used to deal with the balance-of-payments problems and to try to reduce inflation. By the 
fourth quarter of 1981, the contraction of economic activity throughout the year had obliged the 
authorities to attenuate the strict monetary measures implemented since mid-1980, which had 
- brought about a significant rise in interest rates and a fall in domestic demand. In addition, the 

electoral campaign, which lasted up to 15 November 1982, affected the management of economic 

policy during most of the year. 

The gross domestic product grew by 1%, thus showing a slight recovery with respect to the 

almost 2% fall of the previous year, but the per capita product showed a decline of over 1%, which 
= came on top of the sharp contraction of the previous year (-4%). As a result of the deterioration, for 
the fifth year in a row, of the terms of trade (-4%), total real income rose by only 1% and per capita 
real income dropped by over 1% (see table 1 and figure 1). 

Employment in the urban formal sector dropped by 2%, reflecting the sharp decline of 
manufacturing and construction, while the service sectors grew by over 2%. The average 
unemployment rate for the main metropolitan areas, however, fell from 7.9% in 1981 to 6.3% in 
1982. This seeming paradox might be explained in part by the fact that the economically active 
population decreased because many of the unemployed were classified as inactive, since they had been 
discouraged by the prolonged recession and had stopped looking for work. The decline in the 
unemployment index was also due, however, to the fact that important changes were made in the 
methodology used to calculate unemployment.’ 

The high inflation rates of the preceding years were maintained in 1982; thus, the general price 
index rose by 100%. Nevertheless, there were important variations in the evolution of the level of 
prices throughout the year. During the first half of the year, the inflationary process accelerated, 
reaching an annualized rate of 115%, while during the second semester, it was around 85 %. 
However, this phenomenon cannot be said to reflect a downward trend in inflation, inasmuch as it 
resulted mainly from the administrative price control measures that were applied during the second 
half of the year and also, in part, from the good harvests of food crops for mass consumption. 

External trade in goods showed a positive balance of around US$ 800 million, which was lower 
than both the US$ 1 200 million surplus of 1981 and the goals which had been set at the beginning of 
1982. This positive trade balance was achieved despite a sharp drop in the value of exports (-13%), 


the first in 15 years. It was aided, however, by a substantial drop in the value of imports (-12 %), which 
was added to the contraction of the previous year (-4%). 


ent Survey were introduced gradually between 


'The changes in the methodology used for the Monthly Employm 
d the definition of unemployment were changed. 


February and May 1982. In particular, the questionnaire used for the survey an 
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pear: awe Phy Gi) sae oT aie wey 
tts of we bets ek Parh clcee 199 pa see bie ea te - 
anor’ ites pee 10 1263 ds 19C9 to 33Sehap 
Consumer srices® . ioaigin seeasam eakisgom Toije ss eee die ricns 
oosumer br Deceeribed Eom net ~ Ho 2% 38.1 " 76.0 ——— 86.3-——-:100.6 
Variation between annual averages — Dy, Ada]. 38.Gr °5520 dpi d82-Bigse 105.6 i 
General price index, eT FUSE 
domestic availability - os 
December - December ; sey a8 40.8 T2ogel OZ }, HOS Sat a 
Variation between annual averages _ 427 387 33.9 100.2 4 109 ae 
Money BRS: gigi ISHS, %, 1D2. 53 FAD os 
Wages and salaries“ oY 50.4 57.7 92.5 pS a 
Rate of urban unemployment* Sea mas i 6.3 Te 
Current income of government 46. 1 43.8 46.0. 1392 8 eho 
Total expenditure of government ee stage Lee 84.0 
Fiscal deficit/total expenditure 
of government eo ae 24.1 322) 517 
Millions of dollars 
C. External sector t 
Trade balance (goods and services) -1641 -2 830 -5019 -5935 -1677 -2794 
Balance of current account -5 115 -7039 -10482 -12 848 -11760 -16 279 
Variation in international reserves 710 4640 -2 860 -3 322 747 


Total medium- and long-term external debt 32037 43511 49904 53 848 61411 69 654 


Source: ECLA, on the basis of official data. 
» Preliminary figures. 
’Gross domestic product plus terms-of-trade effect (goods and services). 
‘Consumer price index for Rio de Janeiro. 
“The price index is a wei ighted average of the indexes of wholesale prices (60%) the cost of living in Rio deJaneiro (30%) and 
the cost of construction in Rio de Janeiro (10%). 
FoNracy nominal wages in industry. 
‘ Average for eleven months (January-November). 
® Weighted average of rates of unemployment, in percentages, of the main metropolitan regions. 
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which were seriously afffected by the international economic crisis. 


US$ 16 300 million, so that it represented an extremely high share of exports of goods and 
ces. (74%): a figure only surpassed by that reached in 1974, during the first oil crisis. Greater 
ficulties were encountered with regard to the capital account, especially as from September, when 
amount of medium and long-term foreign loans received fell sharply. This brought about a 


crease in short-term obligations. 
As in 1981, maximum growth targets were established for the monetary base and money. To 
‘this end, limits were maintained on the expansion of domestic credit, except in the case of 
preferential loans for agriculture, for exports and for the fuel alcohol programme (PROALCOOL) and in 
the case of loans based on the procurement of external resources. Likewise, interest rates, except 
_ those pertaining to preferential credits, continued to be set by the market. 
The effectiveness of the monetary policy was severely restricted by the way in which the fiscal 
- policy was applied. The deficit of the public sector and its high level of domestic indebtedness made it 
difficult to sell new public debt securities, which tended to push interest rates up. In this regard, the 
~ economic authorities took expansionary action by redeeming Treasury notes. Thus, over 220 billion 
cruzeiros, i.e., almost 20% of the monetary base at the beginning of the year, were injected into the 
money market. The size of the public debt increased by 150% during 1982 because of the obligations 
arising from the increasingly high interest rates and the monetary readjustments that were made. 


4 
4 
7 
ae . oe. . . . 
___ Imaddition, the mechanisms used in previous years to attract external financial resources, which 
__ had helped attenuate the problems of domestic liquidity and finance the balance-of-payments deficit, 
~ Jost their effectiveness, especially as of September, when the international banks cut back sharply the 
amount of medium and long-term loans granted to Brazil and other developing countries. 

Although the loss of international reserves acted as a factor of absorption, it proved difficult, 
during most of the year, to control the monetary base. The economic authorities increased the reserve 
requirements for commercial banks in order to reduce the money multiplier, but even so money 
increased more than expected. 

As in previous years, the Government continued to apply measures to contain public 
- expenditure, without, however, achieving any tangible result. On the contrary, total expenditure 
~ continued to increase in real terms, as a result of which the fiscal deficit again rose, to the point that it 
represented almost 14% of the gross domestic product. The authorities made a special effort to 
reduce expenditure in the agricultural sector arising from subsidized lines of credit called “open 
accounts” in the monetary budget, which include subsidies for agricultural credit. Nevertheless, not 
much was achieved, as the monetary authority was obliged to provide additional resources to cover 
the increased subsidies for the marketing of wheat and the production of sugar, provided under a cost 
equalization programme. It was possible, however, to reduce significantly the expenditure relating to 
public enterprise investment programmes, because of the control exercised by the Secretariat for 
State Enterprises (SEST) and because of the difficulty of attracting resources. This decline of public 
investment had a negative impact on the capital-goods-producing private sector, which was one of 
the most seriously depressed sectors in 1982. 

The policy regarding the external sector remained within the lines of 1981 policy, which was 
aimed at containing imports, encouraging exports and attracting external resources. In order to deal 
with the unfavourable evolution of the trade balance, these measures were expanded and intensified 
as of September, as the international reserves dropped sharply. The measures in question consisted 
mainly of increased controls on foreign purchases; thus, the restriction of import licenses was 
extended to new articles, additional limitations were placed on imports by the public sector and by 
major importers (within the framework of annual import programmes), and the requirements with 
respect to external financing for imports were increased. In addition, the Government negotiated 
with the United States and with GATT a two-year extension of fiscal credit for exports. ’ 

In 1982, the economic authorities tried gradually to raise the real rate of exchange, but this 
policy was frustrated by the revaluation of the United States dollar with respect to most convertible 
currencies and by the heavy devaluation of the currencies of several Latin American countries. Thus, 
as the year went on, the cruzeiro was overvalued with respect to the currencies of Brazil’s major 
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Figure 1 
BRAZIL: MAIN ECONOMIC INDICATORS 
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Source: ECLA, on the basis of official data. 

4Annual growth rate. 

bUp to 1979, the December-December percentage variation was based on the 
consumer price index for Rio de Janeiro; since 1980, the index for the whole coun- 
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ing partners. Towards the end of 1982, however, the rate of minidevaluations was accelerated and 
together with the drop in the rate of increase of domestic prices, made it possible to raise the real 
te of exchange during the fourth quarter. Nevertheless, the authorities decided not to change the 
sting system of minidevaluations during the year, in order not to accelerate domestic inflation or 
scourage the inflow of external credit. 
_ The difficulties of the external sector increased as the year went on. This phenomenon was 
icularly influenced by the shrinking of the supply of credit from the private international banking 
m, as a result of which the country found it extremely difficult to meet its financial obligations. 
nsequently, the economic authorities decided towards the end of the year to initiate negotiations 
th the IMF aimed at obtaining credit for the purpose of dealing with the external disequilibrium and 
ecuring a guarantee for the purpose of renegotiating outstanding debts with the private 
international banks and obtaining new lines of credit. 
_- The aforementioned restrictions on the management of fiscal and monetary instruments made 
it impossible to apply an effective anti-inflationary policy. Moreover, these difficulties were 
_ accentuated by the inertia of the evolution of domestic prices within the generalized system of 
_ indexing which had been set up several years before in order to correct distortions caused by inflation. 
_ As a result of all these limitations, the anti-inflationary policy was reduced in practice to a series of 
administrative price-control measures which did not vary substantially from those applied the year 
Z before. Price controls were maintained only for basic consumer goods; during the second half of the 
~ year, however, there was a lag between the readjustments made and the overall growth both of the 
" prices of goods produced by the private sector and of the prices and rates of public utilities. This lag 
_ began to decrease in December, but the effect on the evolution of domestic prices did not begin to 
~ show until the first months of 1983. With respect to the policy on wages, the authorities retained the 
~ system of readjusting wages every six months, with increases higher than the variation of the 
_ national consumer price index for the lowest wage categories and gradually declining percentages of 
readjustment for the higher-paid groups. 


2. Trends in economic activity 


a) Total supply and demand 


Total supply grew by somewhat under 1% during 1982, thus improving with respect to the 
’ previous year, when it had declined by 2.4%. This performance reflected the slow growth of the gross 
domestic product (1%) and the sharp drop, for the second year ina row, of imports (-6%). This led to 
a new decline of the import coefficient, which reached its lowest level of the last 15 years (see table 2). 

By contrast with previous years, the physical volume of exports of goods and services took an 
unfavourable turn, dropping by 7% in 1982, after having grown by over 20% in 1980 and 1981 and by 
10% annually, on average, over the last ten years. Consequently, exports ceased to be the most 
dynamic element of total demand; this represented a departure from the pattern of several years 
during which the dynamism of exports had been one of the main features of the economic 
development style. ee 

The behaviour of the main components of domestic demand was not very encouraging either. 
Thus, private consumption grew by only 3%, although it did recover from its fall of 1981, while gross 
fixed investment dropped (-6%) for the second year in a row. Thus, the coefficient of gross capital 
formation was much lower than that of the 1970s. The most dynamic element of domestic demand 
was consumption by general government, which rose by 6% (see table 2). 


b) Growth of the main sectors 

In 1982, total production of goods virtually stagnated, after having declined by -4% in 1981. 
Production of services (especially basic services), however, was 5% higher than in 1981, thus 
allowing for a modest growth of the gross domestic product (see table 3). 

By contrast with what had happened in 1981, the production of goods suffered considerably 
from the -2.5% decline of the agricultural product. Likewise, the product of manufacturing and of 
construction (see table 3) stagnated following the significant declines shown by both in 1981. Among 
the goods-producing industries, mining was the only sector whose product rose (8%), although it 


only accounted for 1% of the total product. 
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Table 2 
BRAZIL: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage SPsvtiebates 
at 1970 prices breakdown 

——eeeeeeeCOC IN. 10297 a 
1980 1981 1982 1970 1982 1979 1980 1981 1982 

ee re Eee eee 

Total supply 124550 121524 122 380 106.6 105.5 6.8 ye a I | 0.7 

ic product 
eile te . 116 963 114741 116003 100.0 100.0 6.4 8.0 -1.9 1A 
d 

peas cine 73876 783. 6 377. 6.0. 5. a ded 2904 0G ee 

-2.4 0.7 
Id d 124550 121524 122380 106.6 105.5 6.8 ied: 3 
5 peopl 116 432 111466 113021 1005 97.4 6.4 6.8 -4.3 1.4 @ 
Gross domestic investment 23.) i 


Gross fixed investment 27581 25 513 23 9579223" B07 P42” 97.0 08 “7 


Changes in stocks 3% 3 
nites pda ee See 88 8517 85.9537 89 9 zi. Gels a on “ae a6 | 
1 t 10559 10348 10969 ; : a4 | 
Hoe 4... amt 78 2924 756057 780954 668 67.24 694 7.5% -34 33 | 
Exports of goods and > 
rice! E S 71g 100589 359 “ST 81° 125° °22.0. 923.9 69 


oS 
Source: ECLA, on the basis of figures supplied by the National Accounts Centre of the Getulio Vargas Foundation and by the 
Central Bank of Brazil. 

“Preliminary figures. 

>The figures for exports and imports of goods and services were taken from balance of payments data expressed in dollars at 
current prices, which were converted to constant 1970 values using price indexes calculated by ECLA for the purpose. 
“Changes in stocks are included under private consumption. 

“Includes changes in stocks. 


Table 3 


BRAZIL: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage Ceauth 
at 1970 prices breakdown Re re 
1980 1981 1982* 1970 1982* 1979 1980 1981 1982 

Gross domestic product’ 99 694 97800 98875 100.0 100.0 6.4 8.0 -1.9 1.1 
Goods 44328 42652 42536 45.0 44.0 6.0 7.6 -3.8 °° 265 
Agriculture TBS? 7 724 7 331 10.0 7.8 5.0 6.3 6.8 -2.5 
Mining and quarrying 899 901 975 0.8 LO #10.07" dae 0.2 8.3 
Manufacturing 29 511 427.623, 2 650) 28a 286 6.7 7.6 -6.4 0.1 
Construction 6686 6404 6380 5.8 6.6 30) 8.4 -42 -0.4 
Basic services 9539 9615 10078 8.1 104 10.6 10.8 0.8 4.8 
Electricity, gas and water 3180 3288 3 498 2.4 MOF bees 108 3.4 6.4 
Transport, storage and 
comunications 6359 6327 _ 6580 DL 6.8 S*210G 24 10S 0 4.0 
Other services ae one 46.9 ae a aa ~ pe 
Commerce 19296 19874 19874 20.7 20.6 6.3 3.0 3.0 - 
Ownership of dwellings = se is 8.4 - se a 
Community, social and 
personal services = a fe Die: 

Government services be ss * 8.6 


a 
Source: ECLA, on the basis of official figures supply by the National Accounts Centre of the Getulio Vargas Foundation. 
Preliminary figures. 


As the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly 
with the latter. 


“Including financial institutions, insurance and real estate, except ownership of dwellings. 
Including restaurants, hotels and business services. 
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Table 4 
BRAZIL: INDICATORS OF AGRICULTURE PRODUCTION 


1970 1975 1980 1981 1982" Daas 1 aii eee 
‘ 1979 1980 1981 1982" 


I dex of the agriculture 
a 100.0 © 136.7. 170.9 182.5 177.9 = 5.0 6.3 © 6.8" -2.5 


Production of main crops 
(Thousands of tons) 


- Export crops 
Coffee beans 51 EDS AS 227 HGS» ® DOOR 9.224 29210 2-50.7 
Soya : 1509 9893 15156 14978 12 835 Tid A8 Omens S145 
_ Oranges 15: 497403125665 5445900557 127.457.9117 TD 29.0 4.9 1.4 
__ Sugar cane 79 753 91525 148 651 155571 184 219 7.6 7.0 A712 184 
B. Cocoa 197 282 319 304 318 18.3 -32.1 -4.7 4.6 
_ Tobacco 244 286 405 362 422 42 E40 1016 16.6 
Cotton 1 955 1748 #1673 1730 1935 4.2 23 3.4 11.8 
- Peanuts 928 442 483 355 317. = 42.2 4.5  -26.5 -10.7 
Castor beans 349 354 281 278 200 25-13.) -1.1. -28.1 

Crops for domestic 

' consumption 
Rice 7A eke Se. 169, 1.10 4 18201, DAB. AV 207 lS.) a0 
Beans y A | 2 282 1 968 2 339 2 907 -0.4 -19.0 18.9 24.3 
Maize 14216 16839 20372 21098 21 865 20.2 24.9 3.6 3.6 
Cassava 29 464 26118 23466 24803 24039 -2.0 -6.0 By) -3.1 
Potatoes 1 583 1655: 1 940 1911 2 148 7.0 -9.9 -1.5 12.4 
Tomatoes 764 1 050 e535 1 442 1 740 2S 2.3 -6.1 20.7 
Wheat 1 844 1 788 2 702 2 209 1 820 8.8 Fy (at ROA NS 


Livestock production 
(thousands of tons) 


Beef Past foe. 70st. 2 110 2 582). OO let amt Pa 
»« Pork 767 496 699 707 622 7.8 145 1.2120 
* Mutton and goat meat 57 20 16 15 16 3.6 7.8 -6.3 6.7 
Poultry meat 85 373 914 1 041 1 170) fe2h4 aie2822 13.9 124 
Milk 6113 7708 9945 10775 10 366 41 0.6 83. 


Source: Brazilian Geographical and Statistical Institute (IBGE). 
“Preliminary figures. 
> Millions of units. 


Once again, the most dynamic sector in the production of services was electricity, gas and water, 
which rose by 6% in 1982. This increase, however, represented only half of the extraordinary annual 
growth (12%) shown by this sector between 1970 and 1980. 

i) The agricultural sector. The agricultural product dropped by 2.5 % in 1982, after having risen 
by almost 7% in 1981 (see table 4). The poor coffee crop had a decisive influence in this regard, as it 
fell to half the figure for the previous year because of the heavy frosts which occurred in July. The rest 
of crop farming production grew by 4% altogether, despite the fact that the production of several 
other crops also declined. This was so, for example, in the case of soya, an export crop which was 
affected by the excessive rain in the south of the country, by the reduction of subsidized credit and by 
the low prices on the international market. Peanuts and castor beans of minor importance as regards 
the total volume of exports, also declined. 

The production of oranges grew slightly, but exports of concentrated orange juice fell by 21% in 
volume and by 16% in value, owing toa good harvest in the United States and the economic recession 
in the importing countries. It should be recalled, however, that 1981 had been a year of exceptional 
growth as regards external sales of this product. 

Sugar cane production showed an outstanding 18% increase, half of which was due to the 
expansion of the area sown and the other half to the improvement of yields. Since the mid-1970s, 
when the production of alcohol for energy uses began, the area planted with sugar cane has increased 
by 50% (from 2 to 3 million hectares) and production has doubled. 


Tov, 


wheat, production of the main crops for domes tic 
consumption rose in 1982. Particularly noteworthy were the increases in the crops of rice be 
(staple foods in Brazil), thanks to the incentive provided by the new system of guaranteed minim in 
prices, with monthly adjustments on the basis of changes in the consumer price index. a : 
Encouraged by the excellent yield per hectare of the 1981 crop and a guaranteed price set ir 
dollars by the Government, farmers increased their wheat area from 1.9 to 2.8 million hectares. 
Unfortunately, despite this effort, the production of wheat dropped by 18% owing to adverse 
weather conditions in the southern region. This was not reflected in purchases from the exterior 
because of the partial elimination of subsidies for consumers and the resulting increase in real prices | 
Imports of wheat dropped from 44 million tons in 1981 to 4.2 million in 1982 and apparent 
consumption of the cereal dropped from 6.6 to 6.0 million tons between those two years. 
Livestock production grew by 2.6% in 1982, as the increased slaughtering of cattle and poultry 4d 
more than compensated for the decline in the slaughtering of pigs and in the production of milk. | 
The increase in the slaughtering of cattle, including some animals suitable for reproduction, 
coincided with low meat prices. In real terms, producer prices dropped by 20%, to levels similar to 
those of 1977. Because of limited domestic demand, particularly among middle-class wage earners 
who represent the main market for beef, a large share of the increased production was placed on 
foreign markets. Exports of frozen beef were more than double with respect to the volume of the ~ : 
: 


With the exception of cassava and 


previous year and exports of processed meat rose by 5%; taken together, these categories accounted | 
for approximately 16% of total slaughtering of cattle. 

Like stock-farmers poultry farmers increased their production by 12%, but they received a 
lower real income because of the sharp drop in the real price of poultry meat. Contrary to the case of 
beef, almost all production of poultry was sold on the domestic market. Exports of frozen chicken 
remained stagnant at 295 000 tons, after having risen by 108% in 1980 and by 74% in 1981. : 

The production of pork decreased by 12% in 1982, causing a rise in the real price. This is 
explained by the sharp drop in prices in 1980-1981 and the resulting reduction of stocks. 

Finally, milk production fell by almost 4%, after ten years of constant growth, as a result of the 
almost 20% drop, in real terms, of producer prices. If prices remain at this level and beef prices 
improve, there will be a strong incentive for replacing dairy cattle by beef cattle. 

ii) Mining. After having stagnated in 1981, the mining product rose by 8% in 1982; this was due 
to the fact that the increased production of mineral fuels more than offset the decline in the 
production of certain metal ores (see table 5). 


Table 5 
BRAZIL: INDICATORS OF MINING PRODUCTION 


G h 
1970 1975 1980 1981 1982° betas 
1979 1980 1981 1982° 
Index of mining production 
(1970 = 100) 100.0 147.6 187.3 187.7. 203.3 10.0 12.6 0.2 8.3 
Production of important 
minerals (thousands of tons) 


Oil ; 9681 10286 10564 12378 15 080 0.2 9:3. rey 122 e2RS 
Natural gas 1 264 1 625 2 207 2 497 3 028- .-0.5. 15:5) — 13.12 ies 
Coal pple 6309 16006 17434 19173 180 148 8.9 10.0 
Iron ore 36 381 89893 114692 98700 92300 13.1 19.3 -140 -65 
Bauxite 510 969 4 696 4 663 eT 4 DSTA eae Or: x 
Zinc - 7 49 105 97 te OOF 7.4 -8.0 
Cassiterite 4 5 7 8 4 8.3 uA O al OW 
Nickel 202 266 483 476 ES CE ns 7 aS: 
Manganese 2352 , 2828 2103.) ASG 27 2U 2.4 -3.0 104 -8.9 


Source: Brazilian Geographical and Statistical Institute (IB i i i 
es ee eteten ee a (IBGE), National Petroleum Council, National Department of 
“Preliminary figures. 
>Thousands of cubic metres. 
“Millions of cubic metres. 
Metal content. 
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_ Investments in the exploration and development of oil and natural gas brought excellent 
turns in 1982. Probable reserves of crude oil and natural gas increased by 14% and 13% to 271 
Ilion cubic metres (1 700 million barrels) and 68 billion cubic metres, respectively. For the first 
e, offshore production of crude oil was higher than land production, while offshore production of 
natural gas accounted for almost half the total production of this period. 
Coal output continued the rapid growth shown since 1975. Production of fuel coal rose (14%) 
nore than production of coal for metallurgical uses (4%). 
On the other hand, the few data available suggest that in 1982 there was no increase in the 
roduction of metal ores. Production of iron and manganese ores dropped because of the domestic 
ecession and the fall in external demand, and exports of iron ore went down by almost 6% in 1982, 
fter four years of constant growth. The infrastructure works for the Grande Carajas mining project 
were delayed because of a lack of financial resources, so that iron ore exports from this region cannot 
begin until 1986. The Caraiba Metais copper refinery in Bahia began production in November; it has 
“capacity to produce 150 000 tons of refined copper per year but must import more than half the 
concentrates required. 
oa iii) Manufacturing. After having dropped by almost 10% in 1981.? the Brazilian manufacturing 
_ sector stagnated during 1982 (see table 6). This was due both to the continued domestic recession and 
to the contraction of external demand. The latter caused a 13% decline in the dollar value of exports 
of manufactured goods (to slightly over US$ 10 300 million) after an increase of over 30% during 
~ each of the five preceding years. 
The capital goods industries were undoubtedly the most seriously affected by the crisis. 
Production in this category of goods dropped by almost 11% in 1982, after having fallen by almost 
~ 19% in 1981. The 1982 index is thus below that of 1975, reflecting the heavy downturn in the level of 
" gross fixed investment in the economy that began the year before. Production of intermediate goods 
remained virtually unchanged after the sharp (-11%) drop of the previous year, but the production of 
durable consumer goods showed a recovery of 8% after the remarkable decline of 27 % in 1981. Non- 
durable consumer goods were the least affected by the crisis, as production in this category only 
- dropped by 2% in 1981 and rose in 1982. 

Only four out of seventeen branches of industry showed increases in production in 1982 with 

respect to 1980: food, tobacco, clothing and pharmaceuticals. These industries, all of which involve 
* the production of non-durable consumer goods, have suffered less than others from the difficult 
, situation the country is going through. 

After plastic goods, transport equipment was the industry which showed the greatest rate of 
recovery in 1982, mainly as the result of a 19% rise in domestic sales of automobiles (automobile 
exports dropped by 18% compared with 1981). Despite this recovery, in 1982 this industry did not 
achieve the level it had reached in 1975. 

The greatest increase in motor vehicle production was in the manufacture of passenger cars 
(17%), which was followed by light trucks and utility vehicles (16%) (see table 7). Production of 
trucks and buses dropped, by 39% and 26% respectively, from the already low levels of 1981, owing 
to the simultaneous contraction of more than 70% of the domestic and external markets. Except for 
truck producers, whose inventories rose by 65%, assembly plants managed to reduce the inventories 
they had accumulated in 1981. 

; The production of alcohol-fuelled vehicles, which had dropped by almost 50% in 1981, largely 
because of a lack of confidence in the forecasts regarding the supply of fuel alcohol, showed a 
remarkable recovery. The reactivation of sales in 1982 was due, firstly, to the growth of domestic 
demand; secondly, to the assurance that fuel alcohol would be available throughout the country and, 
thirdly, to the granting of an exemption in respect of indirect taxes which was equivalent to pee 
price reduction, as well as subsidized credit for vehicles to be used as taxis. Other incentives for the use 
of alcohol remained in force, particularly the prohibition against the sale of gasoline on Saturdays and 
Sundays —alcohol sales only being prohibited on Sundays— and the fact that the price per litre of 
alcohol was 40% lower than that of gasoline and 30% lower in terms of the fuel cost per kilometre. 


2This figure of 9.9% for the decline in manufacturing production is a revision of the figure of 6.4% mentioned in the 
note on Brazil in ECLA, Economic Survey of Latin America, 1981. The figure of -6.4% for the industrial product has not been 


revised. 
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The metallurgy subsector remained depressed after a sharp contraction of over 15% in 1981, 
but several branches of non-ferrous metallurgy showed signs of recovery (see table 8). Copper 
production rose by 48% and the production of aluminium —the most important non-ferrous nei 
grew by almost one-fifth as one new plant was put on stream and another was expanded. In addition, 
nickel production doubled, although the volume remains low. — gon 

iv) Construction. The construction product remained practically unchanged after a 4% decline 
in 1981, which put an end to a decade when the average annual growth was almost 10% (see table 9). 

Employment indexes in civil construction continued on the downward trend noted since the 
Ministry of Labour began conducting its survey in 1977, and indeed the rate of contraction accelerated | 
in 1982. This reflected the depression of the real estate market and public works construction. 
Nevertheless, it should be noted that the available employment indexes refer only to urban ; 
employment and do not take into account road construction or large-scale projects such as Itaipu or 
Grande Carajas. Moreover, the indexes only include large construction companies, which usually — 
work through subcontracts with smaller companies during recessions. | 


Tals 
BRAZIL: INDICATORS OF MANUFACTURING PRODUCTION 


Indexes (1975 = 100) ____ Growth rates 
1970 1975 1980 1981 1982% 1979 1980 1981 1982* 
Industrial product’ 12.4: 20.68) 92952 270650.27-7, 6.7 7.6 -6.4 0.1 
Manufacturing production 60.4 100.0 142.8 128.6 128.8 6.7 7.6. °-9.9 0.1 
Categories of goods 
Capital goods 44:5 100.0" 13497 109790 2SRS 5.6 6.5 -187 -10.8 
Intermediate goods“ 60.5 100.0 151.7 135.8 136.4 8.6 8.3 -10.5 0.5 
Consumer durables 42.5. 100.0 357.2- 114.4. 123.6 Td ee BOTS S222 8.0 
Consumer non-durables J43— O00 Ss 1S0iL Sol 2) Zee! 4.4 D2 -2.2 Lo 
Industry 
Foodstuffs 74.29-100.0 134-1" 15327) 155.0 2.6 Tee -0.3 1.0 
Beverages 63:7, (1000, = 144.83 -135:6" 127-5 43, 21 -O.3 -6.0 
Tobacco 69:15 °100:0 '126:0" 1276" "1261 4.1 -9.0 ee -1.2 
Textiles 78.4 100.0 125.9 1166 121.8 6.3 6.8 -7.3 44 
Clothing 80.8 100.0 1247 1244 128.3 4.1 6.2 -0.2 Bal 
Paper and paperboard 86:7 10010-31685. © 153:9% lol 2 ee 9.6 -8.6 47 
Petroleum products ae LOO On 20:2 Pet Gie none mal 46 -3.3 She 
Other chemicals 58.0" 100:0° "1720 “SSP S9 ss PEs 3:9" =-125 2.6 
Pharmaceuticals . 100.0 137.9 144.7 147.1 6.1 1 5.0 17 
Perfumery, soaps and candles G2aAns L000 174.9" FL77- Bere lkt 20" W126 9.4 1.2 -2.8 
Rubber S1Sie, LOMO. si 34 seen OS ee lili a7, 6.6 O-Oset iO -1.6 
Plastic articles 46.3. 1000; 152:0.. 1L7.6. -130,5 4.6 12.4 -22.6 10.9 
Non-metallic minerals 57:9* F100:0" “1444 135-9" 1315 5.4 6.5 -5.9 -3.2 
Metallurgy 63.2, ~100:0° “162.6: 1373" 1562 10.5 12° EVIES.6 -0.7 
Machinery 41.0 100.0 142.4 119.4 101.2 72 15:3 Hoth? =i 
Electrical equipment 49.6", 100.0." 449-9, ,, 125.22 ql2id 7.8 3:20) -16:5 -3.3 
Transport equipment 43.1 100.0) “1274. 1925798 5 5.3 2.0 5-276 6.7 


Other indicators of 
manufacturing production 
Industrial consumption 


of electricity® 17.4 Sag MOST ow OS She 7 RO a ee 
Employment = e. 3 ; ‘ 


Source: Brazilian Geographical and Statistical Institute (IBGE). 
“Preliminary figures. 

*Billions of dollars at 1970 prices. 

“Including mining. 

“Including petroleum products. 

‘Billions of kWh consumed by the manufacturing sector. 

“January to November 1982, compared with January to November 1981. 
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Table 7 
BRAZIL: MOTOR VEHICLE PRODUCTION 


Thousands of units Growth rates 


4 1970 1975 1980 1981 1982 1979 1980 1981 1982 
‘Motor vehicles in general 416 979 1165 779 861 1.1 3.3 33.1 10.4 
Automobiles 250 547 601 406 a } 32. : 
; ight bids an 475 Der, a 32.4 16.9 
utility vehicles 124 339 448 284 329 6.9 -5.5 -36.6 15.9 
is rucks 38 83 102 76 47 48 9.5 -25.2 -38.8 
ees 4 10 14 13 10 -10.4 10.2 -7.4 -26.2 
“Gasoline and alcohol- 
: ee 

-Gasoline-fuelled vehicles 374 886 795 558 568 0.4 -21.8 -29. 
_Alcohol-fuelled vehicles - - 254 132 236 - ms es 70H 
Conversion of vehicles 

from gasoline to alcohol . - 29 16 1 - nig -43.9  -92.1 


Source: National Association of Motor Vehicle Manufacturers (ANFAVEA). 
including multi-purpose light commercial vehicles. 
_ “Only automobiles. light trucks and utility vehicles. 


Table 8 
BRAZIL: PRODUCTION OF METALS 


Thousands of tons Growth rates 
1970 1975 1980 1981 1982 1979 1980 1981 1982 


Steel 

F Pig iron 4 074 7265 12960 11022 11054 16.5 7.7 -15.0 0.3 
Steel ingots 5390 8308 15339 13231 12996 147 104 -13.7 -18 
Rolled products 59632 6 795 &15 307.. 11.258 11-343. 14575 Ald gle 0.8 
Flats 1.869053 I5lu 731s 2 5921.06 236—- 18.6 9.8 -19.0 5.3 
Non-flats 2193-3644 —5-995.-- 5-337. - 3-107 98 140° --11.0_- -45 
Steel alloy 92 257 553 572 Size 18.2 13.9 3.4 - 

Non-ferrous metals* 
Aluminiun 64 145 314 293 446-0 «29.2 113) 6. GES 
Copper 33 33 63 45 67 18.0 186 -286 48.0 
Tin 4 i 9 8 9 8.9 -12.9 -11.4 19.2 
Nickel 3 v4 3 2 5 7.6 ibe? -8.0 108.7 
Lead 36 63 85 66 AQP" 21.9 -13.4 522.6 26:7 
Zinc 12 she) 96 see 110 154 28 LSS -0.9 


Source: Non-ferrous Metals and Steel Council (CONSIDER). 
*Primary and secondary metals. 


v) Energy. Despite the economic recession, the consumption of commercial energy rose by 
more than 3%, after having declined by almost 5% in 1981. Specially notable was the increase in 
consumption of fuel alcohol (46%), liquified gas (10%), coal and natural gas (9%), and electricity 
(6%). Total consumption of petroleum products dropped for the third year in a row owing to the 
substitution of other sources of energy for petroleum (see table 10). 

According to preliminary data supplied by ELETROBRAS, total consumption of electric power 
amounted to over 131 000 GWh, 93% of which was hydroelectric power. This represents a 6% 
increase over 1981. Residential and commercial consumption, which account together for one-third 
of total consumption of electric power, rose by 8% and 7%. Industrial consumption rose by 4% after 
having dropped by 7% in 1981. “< race 

The installed electric capacity of the country increased in 1982 from 37.0 million to 38.7 million 
kW. Energy projects under construction and expansions of existing ones add up to a total capacity of 
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Rio de Janeiro - 
Sao Paulo 
Other urban centres” 


: : 
December 19 1977= == a 


ca 


Association (SNIC) and Ministry of Labour. 


“Simple average of the indexes for Belém, Fortaleza, Recife, Salvador, Belo Horton, 


“Table 10 


Ng ignedhoee! 
a Sate 


92% 
Source: Gettlio Vargas Foundation, Non Ferees hee and Steel Council (CONSIDER ), 


Curitiba, Porto Alegre a r 


= 


52-123 
68.3. 83 Ta i 


85.9 -49 — 


BRAZIL: FINAL CONSUMPTION OF COMMERCIAL ENERGY* 


Millions of PET? 


Electricity? 22.5 
Coal and gas 2.9 
Charcoal 2.6 
Fuel oil 14.3 
Diesel oil 11.4 
Gasoline — 10.9 
Liquefied gas 2 
Other petroleum 

products* ee 
Fuel alcohol 0.1 
Total 70.0 
Petroleum products 41.9 
Other energy 28.1 
Energy-product ratio” 

(1976 = 100) 100.0 


——— 
Source: 1976-1981: Ministry of Mines and Energy, Balango Energético Nacional 1982; 1982: ECLA estimates, on the basis of 


a 
Se ied ions 
—= OO OoONUR 


\S 


104.6 


1982° 


36.1 383 
5.0 54 
52% 0 

12.6 9414 

Che 16) 
R592 By 
gleys's 
Bp Gp 
iy 2 

88.9 91.7 

43.0 42.5 

45.9 49.2 

101.8 103.9 


Percentage 


breakdown 


4.6 


2.0 


1980 


11.5 
14.6 
18.1 
-2.8 
7.4 
-13.5 
8.7 


-6.5 
18.3 


4.9 
-1.6 
12.6 


-2.8 


G4, 


-1.3 
-13.4 


-4.5 
-8.8 
-0.2 


= 2a, 


2.0 


figures supplied by ELETROBRAS, the Ministry of Industry and Commerce and the National Petroleum Council. 
Excluding firewood and sugar-cane bagasse. 


PET, petroleum equivalent tons. 
“Preliminary figures. 


—————<-' 


4 Approximately 92% of electricity is produced by hydroelectric power and 8% by thermal power. Consumption of electricity — 
in MWH has been converted to PET using the coefficient 0.29 PET/MWH, which reflects consumption of petroleum at 
thermal electric plants operating with petroleum in the country. 
including kerosene, naphthas and other energy products. 
‘Commercial energy consumption divided by the real gross domestic product. 


162 


es 
ie 


BRASIL 


= 4 Table 11 
BRAZIL: CRUDE OIL PROCESSED BY NATIONAL REFINERIES 


Millions of cubic metres Growth rates 
1970 1975 1980 1981 1982 1979 1980 1981 1982 
9.5 9.0 10.2 11.0 WES -5.3 12.0 7.4 21.3 
20.1 42.8 53.0 49.9 46.9 5:2 -4.6 -5.7 -6.1 
29.6 51.8 63.2 60.9 60.2 3.5 2.3 -3.6 -1.2 


‘Source: National Petroleum Council (CNP). 


a 


47 million kW, 86% of which is hydroelectric power. With respect to nuclear energy, NUCLEBRAS 


_ inaugurated a mining-industrial complex with the capacity to produce 500 tons of uranium 
- concentrate per year, which produced 286 tons in 1982. NUCLEBRAS also discovered deposits of 35 000 


‘tons of uranium in Bahia and Ceara, which raised total reserves to 301 000 tons. 
Brazil's policy of reducing its dependency on oil (it imports 80% of the oil it uses, at a cost in 


_ foreign exchange of almost US$ 10 billion in 1982) has been remarkably successful. The share of 


petroleum products in total commercial energy consumption dropped from 60% in 1976 to 46% in 
1982. This reduction was due to a sharp drop (-25%) in the consumption of gasoline, which was 
partly replaced by alcohol, and to the drop (-20%) in the consumption of fuel oil, which was replaced 
‘to a large extent by coal (see tables 10 and 11). Total consumption of automobile fuel (fuel alcohol and 
gasoline) rose by 6% after having dropped in 1980 and 1981, however, the level of less than 11 

- million petroleum equivalent tons (PET) was lower than consumption in 1976, thus reflecting success 
in energy conservation. Moreover, alcohol was substituted for gasoline: while alcohol consumption 
rose at an average annual rate of 71% during the six-year period ending in 1982, gasoline 
consumption dropped at an annual rate of 5%. 


Consumption of fuel oil dropped for the third year in a row, reaching a level that was 20% lower 
than that of 1976. This reduction was due to an almost 200% rise in the real price of fuel oil between 
1978 and 1981 and to the fact that technical and financial assistance was given to the main consumers 
of this fuel, ie, the paper and pulp, steel and cement industries. Between 1978 and 1981, 
consumption of fuel oil in these three industries dropped by 19%, 39% and 40% respectively, owing 
mainly to it being replaced by coal. 


c) Employment and unemployment? 


Employment in the formal market in urban areas declined by 2% with respect to the average 
level of 1981.4 Manufacturing and construction showed the most unfavourable behaviour, while 
employment in commerce and other services rose slightly (0.4% and 2.5%, respectively) (see 
table 12). 


3The most important employment statistics in Brazil are prepared by the Brazilian Institute of Geography and 
Statistics (IBGE), the Ministry of Labour, and the Federation of Industries of the State of Sao Paulo (FIESP). The IBGE 
constructs employment statistics on the industrial sector for the whole country on the basis of data provided by the monthly 
industrial survey. It also prepares employment and unemployment statistics, using a sample of households selected on the basis 
of information obtained from the Pesquisa Nacional de Amostras Domiciliares (PNAD), which is the only source of 
information covering both the formal and the informal labour markets. The monthly employment index is prepared by the 
Ministry of Labour with data which enterprises are required to provide regarding hiring and firing of employees under the 
Consolidated Labour Laws (CLIT) system. The sample is made up of approximately 7 000 enterprises representing around 
3,500 000 jobs. Although the sample is very wide, however, it is biased because it only includes very large enterprises. The 
d from the Levantamiento de Coyuntura-Indice FIESP, which consists of a 


industrial employment data of FIESP are obtaine whic sists 
bers, and which covers a wide variety of information including, tnter 


monthly survey carried out among the Federation’s mem 


alia, data on hours worked. , 
4 According to data supplied by the Ministry of Labour which, as already mentioned, are based on a survey of practically 


all the 7 000 largest companies of the country. 
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The level of employment in the industrial sector,» which had dropped sharply during 1981, 
remained virtually unchanged during the first three quarters, in the fourth quarter, however, it 
dropped again, falling by almost 3% as compared with the same period of 1981. Consequently, the 
average level of employment in the industrial sector was almost 7% lower in 1982 than in 1981 (see 
pe Sane on employment and hours worked in the industrial sector seem to indicate that the 
slight growth-of production in 1982 was achieved mainly through an increase in hours worked. 

The decline of employment in the industrial sector was generalized, inasmuch as only two | 
branches showed increases. The activities in which the number of persons employed dropped the 
most were metal products and machinery (-11%), metallurgy (-11%), electrical equipment (-9%) 


Table 12 
BRAZIL: URBAN EMPLOYMENT INDEXES 
(Base 1970 =_100) 
1978 1979 1980 1981 1982 


Belém 105.1 113.8 113.0 RE? 113.1 
Fortaleza 106.1 110.2 113.7 110.9 11552 
Salvador 102.5 104.0 110.1 110.3 112.2 
Recife 106.2 110.8 114.8 114.5 112.0 
Belo Horizonte 103.7 108.3 ese 111.8 110.7 
Rio de Janeiro 104.8 104.5 104.1 100.2 97.0 
Sao Paulo 100.9 103.2 103.8 97.2 93.6 
Curitiba 101.9 100.2 98.8 96.7 96.8 
Porto Alegre 103.2 105.1 109.1 107.4 106.6 
Brasilia 104.1 107.6 107.3 106.5 106.7 
Average for metropolitan 
regions” 102.0 105.6 107.5 104.0 102.0 
Industry 102.6 102.8 93:2 87.7 
Construction 89.9 87.8 85.8 77.6 
Commerce 109.0 113.9 113.3 113.8 
Services LIAS 115.8 117.2 120.1 


a 


Source: Ministry of Labour, National Employment System (SINE). 
“Weighted according to data from the Pesquisa Nacional de Amostras Domiciliares (National Household Survey). 


Table 13 
BRAZIL: EMPLOYMENT IN THE MANUFACTURING SECTOR 
(Base 1976 = 100) 
Moai OTS gS ee eg een to 


January 105.6 107.2 109.0 94.3 
February 106.6 108.3 109.1 94.8 
March 107.4 109.6 108.0 95.8 
April 107.1 110.3 106.1 96.0 
May 107.3 110.7 104.3 96.5 
June 107.0 Lit 102.7 95.9 
July 106.6 111.2 100.5 95.4 
August 106.1 111.1 98.4 95.2 
September 105.6 110.9 97.3 94.6 
October 106.2 110.5 96.4 94.1 
November 106.5 109.8 95.8 93.2 
December 106.1 108.9 95.4 94.9 
Average 106.5 110.0 101.9 95.1 


Source: Brazilian Geographical and Statistical Institute (IBGE), Indicadores Conjunturais da Industria, several issues. 


> According to figures supplied by the Brazilian Geographical and Statistical Institute (IBGE). 
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: Table 14 
BRAZIL: UNEMPLOYMENT RATES IN MAJOR URBAN CENTRES 


# 1980 1981 1982 
OMaior.cit Annual Annual 
Baad fle gi en Qnasien a8 Fiore ike Qua ipege nas cs Queene: ey Se 
I I Il age Il I IV age Wr Wt IV age 
Rio de Janeiro Go Taman) See om, «See Pat 83 89 88 87 86 93 68 56. 4 6.6 
Sao Paulo 67 57 53 49 56 74 74 75 67 77 88 57 56 43 60 
Belo Horizonte Sees.0%, 124, G74 4.7.6 99 94 87 79 9.0 B95 V6.8 96:27 75.958 *7:0 
Porto Alegre Ai AB AL 2 AG 5:93 2 Ole AD 5.8 6.559559 Perel. ge i2 
Salvador i Kamel SL 8 5a a7 98 = 92 ae OO 84 60 58 49 63 
Recife 7.08735 1G3RLO:8 SSS 8r O35" F785 8.6 SI S79) BI 2S ayeS 
_ Average for 2 
_ urban centres <ivie) (Gi 2AN OA? . SB 46.3 79° 4820-810 77.4.0 -7:9 8.5 62 5.7 46 6.3 
4 Source: Brazilian Geographical and Statistical Institute (IBGE), monthly employment survey. 


_ “Weighted by the population of each city. 


” 


~ 


and chemicals (-7%). The only branches which showed positive changes were clothing and footwear 

and perfumery and soaps, in both of which the number of persons employed rose by 2%. 
Unemployment in the urban areas dropped from an average of 7.9% in 1981 to 6.3% in 1982. 

This reduction was observed throughout the year. Indeed, urban unemployment dropped from 8.5% 


in the first quarter to 4.6% in the fourth quarter. Likewise, unemployment rates in the various 


metropolitan regions followed a trend similar to that of the main urban centres as a whole (see 
table 14). 

This decline in the unemployment rate, which seems contradictory in the light of the decline in 
levels of employment in formal activities in the urban sector, appears to be due to the fact that many 
persons who lost their jobs in the formal market entered the informal job sector, while there was also 
a fall in participation rates of the economically active population, particularly among women and 
youth. The latter phenomenon was due, in turn, to the magnitude and duration of the economic 
depression, which appears to be discouraging many persons from continuing to seek employment 
owing to the scarcity of jobs available. Moreover, as mentioned earlier, significant changes were made 
in the methodology used for estimating unemployment figures and this too has a lot to do with the 
drop in the unemployment rate. 

Both the aforementioned situations —the entry of workers into the informal sector and the 
drop in the participation rates of the economically active population— are quite understandable in 
Brazil, which has no unemployment insurance system.° 


3. The external sector 


The difficulties in the external sector of the Brazilian economy increased throughout 1982, reaching a 
critical level as from September, when there was a drastic reduction in the amount of foreign loans 
received, as well as a sharp drop in international reserves. 

Towards the end of the year, the serious balance-of-payments problems led the economic 
authorities to negotiate with the IMF for a group of credits and to propose to the private international 
banks the rescheduling of part of the external debt for 1983, as well as to request new loans. The 
critical balance-of-payments situation also led them to adopt specific measures regarding trade policy 
and, as part of the 1983 programme for the external sector, to try to achieve a strong trade surplus.’ In 
general they advocated an economic policy of austerity which would necessarily be reflected in the 
monetary and fiscal budgets for 1983. 


6The existing system, called the Length of Service Guarantee Fund (FGTS), cannot be considered as unemployment 
drawn by the workers themselves not only when they are unemployed 


insurance, as the funds deposited by workers can be with 
: ie lose his job, there may not be sufficient funds credited to him to 


but also when they buy a house; thus, if a person does 


compensate for his loss of income. 
7The 1983 goal for the external trade in goods is to achieve a surplus of US§ 6 billion. 


165 


Ss 


In 1982, the value of exports dropped by 13%, interrupting a long period of rapid growth.’ — 
value of exports had not dropped since 1967,8 and the cumulative annu | growth rate for the 1970s 
had been 22% (see table 15). In 1982, exports only reached a value of around US$ 20 200 million, 
amount which is much lower than the original forecast of US$ 26 billion, sea 

The value of imports also dropped sharply (-12 %), thus allowing for a positive balance of : 
around US$ 800 million on the trade in goods, but this was lower than the positive balance 
US$ 1 200 million achieved in 1981 and a great deal lower than the original forecast of US$ 3 billion. | 

The balance-of-payments current account deteriorated sharply, and the negative balance olf 
almost US$ 16 300 million was US$ 4 500 million higher than the 1981 deficit. i 

Because of this heavy increase in the deficit on current account ahd the difficulties encountered | 
in attracting external resources through the traditional mechanisms, the difference between the - | 
requirements for external resources and the availability of same amounted to almost US$ 9 billion — 
(see table 23 below). + 

The unfavourable developments with regard to the balance on the trade in goods led toa series © 
of trade policy measures being taken around the middle of the year which were expanded and 
intensified from September onwards as a result of a sharp drop in international reserves. 

Thus, in June several steps were taken to contain imports. Firstly, the ceiling for public sector 
imports (excluding oil and wheat) was dropped from US$ 3 680 to US$ 3 030 million. Controls on 
external purchases of the major importing companies were also tightened in the context of import 
programmes. In September the quarterly values of imports which had originally been authorized 
under the programmes were again reduced. The suspension of import licenses —a measure adopted 
in 1976— was also extended to a large number of new articles. In October, the requirements with 
regard to external financing for foreign purchases were also increased. 

In November, the Government undertook negotiations with the United States and with GATT 
with a view to continuing fiscal credit for exports —the elimination of which had been scheduled for 
31 March 1983— for two years more (until 30 April 1985).? During the course of the year, there was a 
significant increase in the number of Brazilian products that were covered by the legislation and the 


Table 15 
BRAZIL: MAIN FOREIGN TRADE INDICATORS 


1975 1976 1977 1978 1979 1980 1981 1982* 


Growth rates 
Exports of goods, FOB 


Value 8.7 L723 197, 4.6 22.2 B2al 15.6 —- -133 
Volume 8.4 1.6 whe 25 12.0 225 25.0 -6.6 
Unit value 0.3 15.4 11.6 -7.0 9.1 8.0 -7.5 -7.2 
Imports of goods, FOB 
Value -4.1 25 -2.6 13.4 31.8 27.8 3.8 cle 
Volume -10.0 -3.3 5.1 aye: os) -0.8 = -13.2 -8.8 
Unit value 6.5 6.0 2.6 7.0 19:9 28.8 10.9 -3.7 
Terms of trade (goods) -6.1 8.7 85a 13.1 8.8 -15.7  -16.7 -3.8 
Indexes (1970 = 100) 
Terms of trade, goods (FOB/CIF) 85.4 92.8 100.8 87.6 79.9 67.4 56.1 54.0 
Purchasing power of exports 
of goods 144.1» 159:let) 185.01) 1807.9 188.25 -200.6.. 21094 GAsse 
Purchasing power of exports 
of goods and services M430 . 155.2 4180.7, 1773. 1847 195s) gc OSaleeeee see 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 


*In 1974 the physical volume of exports fell but was more than offset by a strong rise in unit values. 

*During 1982, this subsidy, expressed as a percentage of the adjusted FOB value of exports, was 15% for the first 
quarter, 14% for the second quarter, 12.5% for the third quarter and 11% for the fourth quarter (in accordance with the 
programme under which this subsidy, which had been eliminated in December 1979, was reintroduced on 1 April 1981). 
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Procedures pertaining to the application of countervailing duties in the importi q 
pa rticularly the United States.!° Brazil has usually tried to mee such a thnie meme uaee 
suspension agreements, which include the application of export taxes to certain articles when these 
are sent to specific markets. The main goods affected in 1982 were footwear, certain steel products 
and orange juice. 
E- In 1982 the monetary authorities continued to schedule the rate of devaluations of the cruzeiro 
with respect to the United States dollar solely on the basis of domestic inflation, without applying 
: adjustments to account for the rise in external prices. This policy was put underway in 1981 in order 
_ gradually to raise the real rate of exchange. In practice, in 1982 the rate of exchange with respect to 
the dollar closely followed the monthly evolution of the Readjustable Obligations of the National 
Treasury (ORTN). As these variations —which were determined two months in advance— did not 
adequately reflect the unexpected aggravation of inflation at the beginnning of the year, the real rate 
“of exchange fell during the first two quarters. However, the real rate of exchange with respect to the 
dollar recovered during the last two quarters, as a result of the combined effect of greater exchange 
adjustments and a lower rate of inflation (see figure 2). In terms of annual averages, the real rate of 
exchange rose slightly by comparison with that of 1981 (see table 16). 
The exchange policy was frustrated, however, by the rise in the value of the United States dollar 

with respect to most other convertible currencies, particularly the Japanese yen and the weaker 
_ European currencies, as well as by the devaluations applied in several Latin American countries and 
the sharp reduction of external inflation. Consequently, the effective real rate of exchange for Brazil's 
international trade dropped significantly (see table 17). 


aN As i A 


; a) Merchandise trade 


i) Exports. One of the most adverse developments in the Brazilian economy in 1982 was 
undoubtedly the 13% drop in the value of exports, particularly in light of the great dynamism this 
variable had shown from the mid-1960s up to 1981 (see table 18). This fall was partly due to the 
persistence of unfavourable external conditions which had already been evident in previous years, 
such as the stagnation of world trade, the recrudescence of protectionism, the constant reductions in 
the international prices of commodities, the revaluation of the United States dollar with respect to 
* other convertible currencies, and the effect of interest rates on the formation of stocks. 

These factors were accentuated in 1982 by the balance-of-payments problems which affected 
most developing and socialist countries, especially those with a high level of external indebtedness. 
To these were added the balance-of-payments problems of some oil-exporting countries, particularly 
the African ones. Thus, Brazilian exports to the OPEC, ALADI and Eastern European countries, which 
had been so dynamic in recent years, dropped sharply (beginning in early 1982) to almost one-third, 
in annual terms, with respect to each of the aforementioned groups of countries (see table 19). 

The value of exports to the industrialized countries also dropped. Particularly notable was the 
drop in the value of sales to the European Economic Community, which is explained to a large extent 
by the fall in the value of commodity exports, particularly soya. Since the value of the exports to the 
industrialized market-economy countries dropped much less than the value of exports to socialist and 
developing countries, there was a reversal of the market diversification process which had taken place 
in recent years. S 

As regards groups of products, the decline of exports was evident, right from the beginning of 
the year, in the deterioration of the prices of commodities, —particularly sugar, cocoa and soya— and 
the situation got worse as the year went on as the volume of exports of commodities and 
manufactures also fell. The value of commodity exports fell by 9% over the year despite a 22% 
increase in coffee exports. Exports of the latter product were favourable because the 1981 crop had 
been exceptionally good, international prices showed a recovery during the second half of 1982 (a 


10The negotiations with the United States and GATT were necessary because in signing the GATT code on Subsidies 
and Countervailing Measures, Brazil has undertaken to eliminate gradually its export subsidy (by 30 June 1983). Consequently, 
under United States domestic legislation, in order for the United States to be able to impose countervailing duties, it must 
prove that the subsidized importation of articles taxed in Brazil causes substantial damage toa specific United States industry. 
If it broke the agreement, Brazil could lose the right to have the damage investigated, sO that merely proving the existence of 
the subsidy would again be the only legal requirement for imposing countervailing duties. 
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frost which hit Brazil during the winter of 1981 had jeopardized the 1982 harvest) and th | 
agreements implemented through the International Coffee Organization were working relatively _ 
well. The sharpest drops occurred in the value of exports of sugar, soya and cocoa. In the case of sugar, 
the world price fell so much that it only covered about half the guarantee price paid to domestic 
producers by the Sugar and Alcohol Institute (IAA). Soya exports fell in volume because there was a 
surplus on the world market and because Brazilian production had fallen. r 

The decline in exports of manufactures got worse as the year went on, inclose correlation with | 
the decline of external sales to the developing countries,!! for the reasons already mentioned and, in 
some cases, also because of the increasing difficulties experienced with respect to the financing of 


Figure 2 


BRAZIL: EVOLUTION OF THE EFFECTIVE REAL EXCHANGE RATE 
INDEXES FOR EXPORTS AND IMPORTS 
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Source: ECLA, on the basis of information supplied by the International Monetary Fund. 
aExcept the oil-exporting countries (Saudi Arabia, Iran, Iraq, Kuwait). 


11 4 ° ili i i 
For example, more than 85% of Brazilian exports to ALADI countries consist of manufactured goods 
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BRASIL 
Table 16 
BRAZIL: EVOLUTION OF THE EXCHANGE RATE AND OF PRICES 
(Base 1980 = 100) 


Origa General United ‘ 
Se mial and  lencuaeer eee 2 wholesale States Real rate anal Ais 
~~ quarterly rap teee aoc oe cee index, wholesale of exchange “ eerie 
omestic rice 2 
iy Secapin per dollar = availability ae at f A ©) x ) 
(1) (2) (3) (4) (5) (6) 
1975 8.13 15.4 ile? 65.1 137. 
1976 10.67 20.2 15.7 68.1 1286 87.6 
1977 14.14 26.8 22.1 ER) 121.2 87.6 
1978 18.07 34.3 30.8 9 111.4 86.8 
1979 26.95 Dilel 47.8 87.7 107.0 93.8 
1980 pyar 100.0 100.0 100.0 100.0 100.0 
1981 93.13 176.7 213.0 109.0 82.9 90.4 
1982 179.51 340.6 413.3 111.4 82.4 91.8 
1981 
I 70.80 134.3 163.1 106.7 82.4 87.9 
II 83.89 159.2 196.6 109.3 80.9 88.5 
Ill oe 189.2 eas) 110.2 83.0 91.4 
IV 118.08 224.0 264.6 110.1 84.7 95:2 
1982 
I 137.87 261.6 3129 111.0 83.6 92.8 
II 160.18 303.9 377.0 111.1 80.6 89.6 
Il 189.65 359.8 447.5 Lil. 7 80.4 89.8 
IV 230.36 437.0 2159.9 111.8 84.7 94.7 


Source: International Monetary Fund (IMF), International Financial Statistics, April 1983. 


exports. The value of exports of manufactures as a whole dropped by 13%, and this drop affected 
most of the items included in this group. The main exceptions were processed coffee, the value of 
which rose by 13%, and manufactured steel products, whose value dropped only slightly. 

ii) Imports. The total value of imports in 1982 amounted to US$ 19 400 million, representing a 
decline of 12% with respect to the 1981 value (see table 20). Thus, the decline noted since mid-1980 
continued uninterrupted. 

If crude oil is excluded, the value of imports dropped by more than 14%, with capital goods and 
raw materials showing the sharpest decline (-19% in each case). The value of imports of consumer 
goods rose slightly (1.5%), but they only represented 5% of total imports. 

The value of imports of crude oil dropped by 10% with respect to 1981, since the physical 
volume of such imports went down by 6% and their unit value by somewhat over 4%. In physical 
terms, imports of crude oil amounted to the equivalent of 798 000 barrels per day, by comparison with 
847 000 in 1981. The average price paid dropped from US$ 34.36 per barrel in 1981 to US$ 32.85 in 
1982. 

An analysis of imports by countries of origin shows that the decline was due mainly to the drop 
in purchases from OPEC countries and developed countries, which fell by 16% altogether. Imports 
from Eastern European countries, on the other hand, rose by over 90%, although they still 
represented only a small share of the total. Imports from ALADI countries also increased, although to 
very different degrees in different countries (see table 21). ‘oF 

Merchandise trade showed a positive balance of US$ 775 million in 1982. Because oil imports 
fell, the trade deficit with OPEC countries was reduced by almost US$ 500 million. The trade surplus 
with the rest of the world dropped from US$ 7 800 million in 1981 to US$ 6 900 million in 1982, 
mainly because of the above-mentioned developments with respect to trade with socialist and ALADI 
countries. Trade with ALADI countries, which during the period 1976-1981 had produced balances 
that were increasingly favourable to Brazil, showed a negative balance of over US$ 400 million in 
1982. The trade balance with developed countries, on the other hand, rose from US$ 3 300 million in 


1981 to US$ 4 500 million in 1982. 
169 


iii) The terms of trade and the purchasing power of exports. In 1982, the terms = we 
deteriorated (-4%) for the fifth year in a row, although to a lesser oer Hee in eit the * hee 
is decline was the result of several different trends. In the firs es | 
Le hal itollth prices in general was reflected in a significant drop in the unit values of : 
Brazilian exports of such products, although at the same time, as a prente before, ae ahpeer prits 
i i i i of wor ; 
id by Brazil for imported crude oil also fell. Likewise, the stagnation | 
ae Faris - te real rate of ei ge weighted by Brazil’s international trade flows, peehad pet 
import and export prices of manufactures down in dollar terms (in other words, the revaluation o . e | 
United States dollar with respect to the currencies of most of Brazil's trading partners helpe . 
reduce the dollar prices of imports from countries outside the dollar area). At the same time, in or - 
to maintain their competitiveness on traditional markets, Brazilian exporters, especially fo) 
manufactures, absorbed part of the increase in the value of the dollar by lowering the dollar prices of — 
i ts. | 
= ae Bent of the above-mentioned deterioration of the terms of trade, the purchasing power of — 
exports dropped (-12%) more than the physical volume (-7%) of same. Thus, Brazil suffered a | 
further loss of real income as a side effect. 2p | 


b) Trade in services and factor payments 


i) Tourism and transport. The traditional deficit in the trade in non-financial services rose from 
US$ 2 900 million in 1981 to US$ 3 600 million in 1982. About two-thirds of income and outlay for 
non-financial services was for transport and insurance and for travel. As a result of the reduction of 


Table 17 


BRAZIL: EVOLUTION OF EFFECTIVE REAL EXCHANGE RATE 
INDEXES FOR EXPORTS AND IMPORTS 


(1980 = 100) 

ee a eee 

Exports Imports 
popes (1) 2) GB) 
1975 80.8 ZL2 81.7 
1976 idee? 69.6 79.6 
LOT, 78.2 69.4 78.9 
1978 83.2 22 82.6 
1979 Oo 82.4 Shier: 
1980 100.0 100.0 100.0 
1981 82.7 86.9 82.5 
I 84.5 87.7 84.0 
II 80.5 84.6 80.5 
Ill 80.6 85.6 80.9 
IV 85.2 88.5 84.8 
1982 79.6 83.6 80.7 
I 83.7 87.0 84.0 
I 79.1 82.5 80.0 
lil 76.5 80.8 77.6 
IV 80.3 84.7 82.1 


Source: ECLA, on the basis of data supplied by the International Monetary Fund, International Financial Statistics, several 

issues. 

“These indexes are obtained by adding together the indexes of the real rate of exchange with respect toeach country, weighted 
according to the geographical composition of exports or imports, considering Brazil's main trade flows. The index of the real 
rate of exchange with respect to a given country was obtained by dividing the index of the rate of exchange between Brazilian 
currency and the currency of the country in question by the wholesale price index for Brazil and the price indexes for the other 
country, preferably the wholesale price index. In the case of imports, the indexes for Saudi Arabia, Iraq, Iran and Kuwait are 
oil price indexes. Thirteen countries are included in the estimates for exports and fifteen in the estimates for imports; these 
represent 65.2% and 82.4% of Brazil's foreign trade during the period 1975-1979. For further details on the methodology 


used, see Part Three of the Economic Survey of Latin America, 1981, (United Nations publication, Sales No. E.83.ILG.2). 
* Official rates of exchange. 


“Excluding the four oil-exporting countries mentioned in note *. 
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1 S89092 3400 2116) 142) 91, 116 7.0 24.0 -96 328 
- 6645 9028 11884 10352 15.2 448 513 35.9 316 -129 
1094 1512 2076 1760 05 7.5 87 382 37.3 -15.2 
971 1382° 1546 1210 (18 69 60 423° °1L9%-217 
2 ate der DE 7g TG «64 14-298 +1550 MI 
~ and equipment sige 4590 GG MY OG 28 22 33A 220207 
_ Footwear | $605 4085 586) 524 03, 20 26° 109 436 -106 
_ Orange juice Sey 281 339 659 S525. OS Li .2.7- 206  S44A°%162 
_ Manufactured steel 
products 446 625 S801 791 19 31 39 401 2820912 
_ Others 2732 4016 5412 4795 80 19.9 23.8 47.0 348 -11.4 
Other products’ 159-268-374 2630.9 313 68.6 39.6 -29.7 


Source: Banco do Brasil, Carteira de Comércio Exterior (CACEX). 
’ {Preliminary figures. 
; Includes consumption on aircraft and ships, re-exports and special transactions. 


~ external trade in goods, both income and outlays in respect of transport and insurance were lower in 
~ 1982 than in 1981, and since outlay went down more than income, the deficit was reduced by 16%. As 
_ regards travel, there was a sharp deterioration of income (73%), partly because of the restrictions 

‘imposed by many countries of the region on outgoing tourism, and because of the revaluation of the 
cruzeiro with respect to the currencies of many South American and European countries (see 
table 22). Outlay for travel almost doubled by comparison with 1981. Consequently, in September 
travel to the exterior was discouraged by applying a 25% financial transactions tax to the purchase of 
foreign currency for purposes of tourism.’ 

ii) Remittances of profits and interest payments. In 1982, the negative balance on these two 
items continued the sharp upward trend of recent years, reaching US$ 13 500 million, including 
reinvested profits and dividends. This was one-third higher than the figure for the preceding year, 
double that of 1980 and three times that of 1978. 

At the root of this extremely rapid growth was the rise in the figure for net interest payments, 
which amounted to US$ 11 400 million in 1982: 24% more than in 1981, 80% more than in 1980, 
and four times higher than the figure for 1978. The net payment in 1982 was about US$ 1 900 million 
higher than the figure envisaged by the economic authorities, despite the fact that interest rates had 
gone down on the international financial markets. This phenomenon may be explained by the lag 
between the changes in interest rates on those markets and the interest paid on the external debt 
contracted at variable interest rates, which are normally adjusted every six months. Indeed, interest 
rates for the period July 1981-June 1982 (the most relevant interest-payment period for 1982) were 


higher than those for the previous 12-month period. 
Despite the-depressed domestic economic situation, net transfers of profits to the exterior rose 


by 91% in 1982, after having risen by 54% in 1981. 
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“a 12Central Bank Resolution 760 of 14 September 1982. 
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BRAZIL: EXPORTS OF GOODS, BY GROUPS 
OF COUNTRIES OF DESTINATION 


Percenta 
Millions of dollars FOB beeakds ae Growth rates 


ee Be de ae Ae 
1970 1977 1979 1981 1982 1970 1982 1979 1980 1981 1982 | 
2739 12120 15 244 23293 20175 100.0 100.0 20.4 321 15.7 713.4 


Table 19 . | 
i 


Total 
Developed countries 2155 8254 9767 12942 12404 787 61.5 143 23.8 7.0.7 +426 | 
United States, Canada, 
EEC? sbienaa 1829 6898 8621 11554 11098 668 55.0 154 212 106 -39 | 
United States” 676 2149 2.941. 4111 4131 247, 205 ZS «193s eat ice 0.5 
Canada 41 143 199 290 231 js) Li-” 30.8: “21:7"--.19 4 ee . 
EEC* 967 3.922. 4594 5933 5 423° 353° 269° 20.9 19.0 8.5 -86 — 
Japan 145 685 88748 16220:851.915 33 650 3645.38 9Sei0 7.6 
Others° 326 1356 11451388 1306 11.9 6.5 64 43.3 -154 -5.9 — 
Eastern Europe 123 859 976 1699 1 163 45 5.8--~ 331990193.9= 2300nmS 
Developing countries* 457 2910 4359 8296 6347 “167 31.5 345 485 281-2358) 
OPEC’ 27 588 602-962-1327 1.0 6.6 =-12.5 1047 “S92 "523 
Others 440.2 321 3.757. -6 334° 5020 15.7 - (249s - 47.2, 9:395 (20 
ALADY’ 303 1480 2475 4209 2835 111 140 528 397 21.7 -327 | 
Argentina 186 373 718 880 650 6.8 3.2 105.9 519 -194 -26.2 
Chile 24 130 363 641 289 0.9 14 89.8 242 421 -549 
Mexico 20 107 292 643 324 0.7 16 640 610 369 -49.6 
Paraguay 11 185 324 450 324 0.4 16 446 262 D9 dye 
Uruguay 31 205 208 373 138 Ll 0.7 56.2 49.3 20.1 -63.1 
Andean Group 31 480 569 «17222 T09 1.1 pe 47 27.6)28683% We9Z 
Rest of the developing 
countries 127 SAT T2822 2G pee 2a SS 4.6 10:3...37-5 39.1 19.2 2.8 


Provisions to ships and 
aircraft; undeclared goods 4 97 143 356 261 0.1 13 : 82.0 36.8 -26.7 


Source: ECLA, on the basis of data supplied by Banco do Brasil, Carteira de Comércio Exterior (CACEX). 

“European Economic Community (ten countries). 

"Including Puerto Rico. 

“Australia, Austria, Finland, Iceland, Israel, Malta, New Zealand, Norway, Portugal, South Africa, Spain, Sweden, Switzerland, Turkey and 
Yugoslavia. 

“Including socialist countries of Asia. 

“Organization of Petroleum-Exporting Countries, except Venezuela and Ecuador. 

‘Latin American Integration Association. 


Table 20 
BRAZIL: IMPORTS OF GOODS, FOB 


rn 


a P 
Millions of dollars ecainis Growth rates 


1979 1980 1981 1982 1970 1980 1982 1980 1981 1982 
a a ase eee ee ee 


Total 18 084 22955 22091 19397 100.0 100.0 100.0 26.9 -3.8 -12.2 


Consumer goods 1p3 825 eel 516 987 ogee O02. srmla6 Dui 5.2 -16.8 -25.0 1.5 


Intermediate goods WAT OTR MPSS ALU Thee ay Te 
Fuels and 3 48.1 ¥ iw 78.0 35.6 = One cilia 


lubricants 6773 10200 11340 10459 70 444 53.9 
: 4 ‘ pit keen a -7.8 
Others 5 954 °° 7059" 5. 741" 4 664 "ALD 330 a Say 18.6 -18.7 is 
Capital goods 3773 ~ 4381 . 4023 “S$ 2729" 38.32 Vio 16.87 16:1 -8.2  -18.7 


Rp 
Source: Central Bank of Brazil. 
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BRASIL 
Table 21 


BRAZIL: IMPORTS OF GOODS, BY GROUPS 
OF COUNTRIES OF ORIGIN 


rig P 
Millions of dollars FOB ere Growth rates 

4 eS SS ager ee laa 
Total 2507 12023 18084 22091 19397 100.0 100.0 322. 269 -3.8 -12.2 
. loped countries 1976 6589 8934 9158 7506 788 387 146 189 -13.8 -18.0 

ee cited States, Canada, 
— and Japan 1784 5816 7923 8232 6640 71.1 342 130 196 -13.1 -193 
___ United States 824 2378 3216 3480 2850 32.9 147 125 268 -146 -181 
__ Canada 61 267 345 534 471 2.4 24 -34 1360 -344 -118 
= EEC’ T395e2G) Soe 7on 2 978 2-442, 295 1911216), 284 7.3 -15.3 -18.0 
Japan 159 845 1085 1240 877 6.4 45 -126 -18 163 :29.3 
2 Others“ 193 Fi 3e O12 926 867 7.7 45 284 139 -197 -64 
_ Eastern Europe 52 226 239 242 463 2.1 DAS 25:0 3.9" =2.8° 91.6 
Developing countries’ 479-5208, 8 91012691 140427, 19.1 2 589 8656.5., 55:6 5.0 -10.0 
SeOPEC 147. 3623 5984 8598 7 470 592 389" 51:91 A0.9 Wee = wails 
Others 5520 ele) 2 926P 4095) 1957 © 13:2" 20.4 6759) 24.7" “12 Deas 
ALADY POA esa? 00a 4126 5,288 105. 16.9 55.50 lo lO) 5.2 
Argentina 148 435 896 587 550 5.9 28° 64.6 =15:6 =22.5 6,2 
Mexico 16 208 246 784 789 0.6 AN RAL DD: sel. 2e Old: 0.6 
Venezuela 43 146 228 968 970 La 5.0 804 1504 69.8 0.2 

Rest of the 

developing countries 68 242 PAT 967 669 2.7 3-5). 125:9ies 5312 1.2 -30.8 


Source: ECLA, on the basis of data supplied by the Banco do Brasil, Carteira de Comércio Exterior (CACEX). 

“European Economic Community (ten countries). 

Including Puerto Rico. 

Australia, Austria, Finland, Iceland, Israel, Malta, New Zealand, Norway, Portugal, South Africa, Spain, Sweden, Switzerland, Turkey and 
Yugoslavia. 

“Including socialist countries of Asia. 

‘Organization of Petroleum-Exporting Countries, except Venezuela and Ecuador. 

4Latin American Integration Association. 


c) The current account position and its financing 


The negative balance on current account in 1982 (including reinvested profits and dividends) 
was US$ 4 500 million (almost 40%) higher than the balance in 1981, thus amounting to US$ 16 300 
million. As mentioned before, the relation between this deficit and the value of exports of goods and 
services rose to the highest level since 1974, when the first oil crisis occurred. 

In 1982, contrary to what had happened in previous years, the deficit on current account could 
not be financed entirely with medium and long-term capital income, as a result of which Brazil was 
obliged to resort to special short-term operations and the utilization of its international reserves. The 
1982 external resource requirements were higher than the US$ 5 600 million originally planned, 
largely because the above-mentioned deficit was 47% higher than planned (see table 23). 

This unfavourable situation reached critical proportions from September onwards, when the 
procurement of external loans dropped sharply. The average monthly amount received during the 
last four months of the year dropped to less than one-third the value received for the period January- 
August (see table 24). This reduction, to which was added the decline in the inflow of capital through 


131m the balance-of-payments position shown in table 22, this item (which amounted to US$ 741 million in 1981 and 
US$ 1 556 million in 1982) is shown with a minus sign under current account and with a plus sign under capital account. Since 
the changes do not affect the needs for external resources and their financing, they were not included in table 23. It should be 


noted that this item is not included in the annual programming of the external sector carried out by the National Monetary 
Council. 
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Table 22 
BRAZIL: BALANCE OF PAYMENTS 
(Millions of dollars) 


1980 


1978 1979 


1977 1981-1982" 


- - -12 848  -11760 -16 279 
Balance on current account a ah ge! weed = ats 5 935 “1 677 -2 794 
Trade balance ; 7 25 523 22 01 
13 004 13 666 16 707 21 857 
Exports of goods and services aie 13 473 19244 30 132 23 275 20 175 
eae 1082 1191. 1465 + 41726 2248 . 1838 
Real services 570 305 843 1 102 1017. 
Transport and insurance me 69 74 125 242 65 
Travel f 24 807. 
Imports of goods and services “ ee - an re ee eo aes = ae 19 397. 
orcs! 7621 2864 3764 4838 5109 5410 
Se ene 1522 1580 2104 2758 2786 2432) 
weae eo and insurance 390 Ag a6 367 407 910° 
te 3472 4278  -5478 -7041 «= -10274_—-13. 478 
Factor services 5 1356 720 1112 3121 
Sieg ‘5 eee: "1157 1 146 1 144 1 198 
Interest received 361 644 1S ‘ | 
I id -2 464 -3 343 -5 261 -7 456 —_-10 306 12°532 
nterest pai eo 9 4 0 
vate d f oe Sr 12 128 189 -§ | 
Unrequited private transfer payments - 
iene on eit sceguct 5 ba) 11 ae Zz ae 9 os 12 ee 12 ice 
Unrequited official transfer payments 
fee capital 6 041 10 088 6 466 7 104 “ oe . a 
Direct investment 1 = 1 — Z 1 a ; 
Portfolio investment - 
Other long-term capital 4 354 8 205 3 584 5 206 9 508 5 601 
Official sector® 2 406 3 965 3 370 -14 220 = 
Disbursements 4 098 6 240 4 665 1 841 2 008 
Amortization payments -1 691 -2 062 -1 278 -1 366 -1 520 
Commercial banks‘ 450 1 853 486 2 105 4054 
Disbursements 1 271 2 898 1 981 4 005 6 409 
Amortization payments -819 -1 043 -1 494 -1.917 -2 361 
Other sectors* 1 497 2 387 -272 3 115 5 234 
Disbursements 3 395 4 979 4 248 6 085 9 633 
Amortization payments -1 623 -2 169 -3 781 -3 394 -3 761 a 
Net short-term capital 220 Ty275 -122 22 1132 3, 439 
Official sector -318 499 274 -31 -6 876 
Commercial banks 237 897 -422 608 1 039 2 339 
Other sectors 300 -123 26 1 996 99 224 
Errors and omissions -628 300 1-233 -3.43 -578 1 181 
Global balance* 521 4627 -2900  -3 469 621 -3516 
Total variation in reserves 
(- sign indicates an increase) -710 -4 640 2 860 322. -747 
Monetary gold -7 -4 0 -103 -130 
Special Drawing Rights -11 -30 -144 -1 -68 
IMF reserve position -6 13 -60 -103 80 
Foreign exchange assets -686 -4 619 3 063 3 301 -844 
Other assets 0 0 0 228 215 i 
Use made of IMF credit 0 0 0 0 0 544 


Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 

“Preliminary figures. ; 

Real services also include other official and private transactions, but do not include factor services. 

“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 

4The global balance is the sum of the balance on current account plus the balance on capital account. The difference between 
the total variation in reserves (of opposite sign) and the global balance represents the value of counterpart items: 
monetization of gold, allocation of Special Drawing Rights, and variations due to revaluation. 
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dis ect investment —excluding reinvested profits and dividends— meant that external financing 
h rough the mechanisms used in recent years was US$ 3 300 million lower than forecast; this gave 
rise to a deficit of US$ 9 billion as regards the need for external resources (see table 23). 


Because of the reduced availability of loans, the authorities had to make substantial use of the 


i This extremely difficult situation with regard to Brazil's external accounts led the country’s 
CO nomic authorities to request a series of loans from the International Monetary Fund (IMF). The 
icial request was formally made in November 198214 (such as Brazil's) may currently amount to up 
450% of the member country’s quota. 

The total amount of loans granted under these special facilities may not exceed 600% of a given 


‘agreement with the IMF were described in detail in the letter of intent of 6 December 1982 and the 
Ei ttached technical memorandum. (Some of these were changed in February 1983, mainly as a result of 
mene maxidevaluation of the cruzeiro.) On 26 February 1983, the IMF approved a loan, within the 
_ framework of the Expanded Facility, of 4 239 million SDRs (425% of the quota) and additional 
_ compensatory financing of 466.3 million SDRs. The IMF also freed 249.4 million SDRs of Brazil's first 
_ credit tranche and only part of the loans requested were actually received in that year (compensatory 
~ financing in the amount of US$ 544 million). The external resources envisaged in the agreement 
_ with the IMF and in the financing scheme presented to the international banks were covered in 
advance in 1982 by means of a series of special short-term operations totalling US$ 3 700 million; 
US$ 2 300 million in loans from commercial banks, US$ 900 million from the Treasury of the United 
States!5 and US$ 500 million from the Bank fo International Settlements (see table 25). 

On 20 December, after having requested the aforementioned loans from the IMF, the authorities 
submitted to the international banks four proposals for rescheduling the 1983 maturities of the 
external debt with commercial banks and for new loans. 

The four projects were the following:'® 


Project 1: New loans for a total of US$ 4 400 million; 


Project 2: Automatic renewal of amortizations on the medium and long-term debt for 1983, 
in the amount of US$ 4 600 million; 


Project 3: Renewal of short-term debts pertaining to international trade operations, in the 
amount of US$ 8 800 million; 


Project 4: Maintenance of interbank lines of credit at the levels reached at 30 June 1982, in the 
amount of US$ 10 billion. 


\4Brazil requested the following special facilities: 
a) Compensatory financing (which may amount up to 100% of the quota to cover temporary losses of export 
income); 
b) Loans (for a value of up to 50% of the quota) to alleviate the balance-of-payments difficulties of member 
countries in connection with their participation in the formation of commodity buffer stocks under 
international agreements approved by the IMF, and 
c) An Expanded Facility loan which, in the case of a three-year agreement (such as Brazil's) may currently amount 
to up to 450% of the member country’s quota. 

The total amount of loans granted under these special facilities may not exceed 600% of a given country’s quota. Brazil's 
quota in the IMF is equal to 997.5 million Special Drawing Rights (SDRs). The economic policy measures and goals to which 
the Government of Brazil committed itself in its agreement with the IME were described in detail in the letter of intent of 6 
December 1982 and the attached technical memorandum. (Some of these were changed in February 1983, mainly as a result of 
the maxidevaluation of the cruzeiro.) On 26 February 1983, the IMF approved a loan, within the framework of the Expanded 
Facility, of 4 239 million SDRs (425% of the quota) and additional compensatory financing of 466.3 million SRDs. The IMF 
also freed 249.4 milliorf SDRs of Brazil's first credit tranche. : 

15 Net figure. The total amount obtained was US$ 1 400 million, US$ 500 million of which were amortized during the 


year. 


16The agreements pertaining to projects 1 and 2 were signed on 28 February 1983. 
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d) The external debt ‘ nee 
As a reflection of the aforementioned problems pertaining to the financing of the deficit on th 
balance-of-payments current account with new loans, in 1982 the medium and long-term externa 
debt grew at a slower rate (13%) than originally forecast. Thus, at the end of 1982 it amounted t 
US$ 69 700 million (see table 25). However, as a result of the reduction of international reserves 
(including gold), the net external debt increased by 22%, from US$ 53 900 million at the end of 198: ; 
to US$ 65 700 million one year later. : | eS | 
The service of the debt continued to rise in 1982, increasing by somewhat over 17% with © 
respect to 1981 and reaching a value of US$ 19 600 million (see table 26). This increase was mainly — 
the result of the increase in net interest payments, which rose by 24% with respect to 1981, reach nga 
value of US$ 11 400 million in 1982. This increase was related to the increase in the external debt in ) 
1981 (14% as compared with 1980) and the fact that as mentioned above, the effect of the drop in | 
interest rates on the international financial markets was not immediately felt. i | 
In analysing the evolution of Brazil's external indebtedness, special attention should be paid to 1 
the short-term debt, which traditionally consists mainly of lines of credit pertaining to international | 
trade operations, these are used by PETROBRAS (for oil imports), by other State enterprises, and by 
commercial banks authorized to carry out exchange operations. At the end of 1982, this debt totalled © 


Table 23 


BRAZIL: REQUIREMENTS OF EXTERNAL RESOURCES AND 
FINANCING IN 1982 


(Millions of dollars) 


Original Actual Deficit of 
forecast figures resources 
SO)rott? si 5 hai 
Resource requirements 17 300 22 919 5 619 
Deficit on current account* 10 100 14 723 4 623 
Trade balance (goods)” -3 000 -778 2222 
Exports FOB’ -28 000 -20 175 7 825 
Imports FOB 25 000 19 397 -5 603 
Balance on services’ 13 300 15 494 2 194 
Net interest payments 9 500 11 357 1 857 
Other outlays 3 800 4 137 557 
Unilateral transactions’ -200 uh 207 
Amortizations payments 7 200 8 196 996 
Financing 17 300 13 963 -3 357 
Direct investment* 1 900 986 -914 
Financing from international organizations 
an goverment agencies and suplier loans’ 1 800 2 293 493 
Financial loans 13 600 11 504 -2 096 
Reduction of short-term lines, 
errors and omissions - -820 -820 
Deficit with respect to the original 
forecast and its financing - - 8 956 
Special short-term operations - : 3715 
Commercial banks - 2 339 
United States Treasury - : 876 
Bank for International Settlements - = 500 
Compensatory financing by IMF - - 544 
Utilization of international reserves : - 3 516 
Utilization of other assets - 1 181 


Source: Original forecast: ECLA, on the basis of data supplied by the National Monetary council on the programming of the 
external sector in 1982. 


‘ Actual figures: ECLA, on the basis of data supplied by the Central Bank, Relatério 1982. 
Excluding re-invested profits and dividends (US$ 1 556 million). This item explains the differences between the balance on 


current account and the amounts given under direct investment in this table and in the balance of payments (table 22). 
Of opposite sign. 


c ~ . . . . 
Minus export loans, after deduction of amortization payments received. 
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1937 ss ; 


10511 Ain 322 1.8 Fee ee eae 
FS 710 S1¥7 710'32 18" 8787 1534 10084 shame 
1 406 920 -34.6 920 ame : ~ 
700 100 ~—--85.7 - 100 - 25 
=F Sab 14 115 702.8 96 19 12 5 
ional organizations ¥ 
rsements in cash) 822 1652 101.0 1340 312 168 78 


7569 7535 0.5 6432 1103 804 276 


‘Central Bank of Brazil, Informativo mensal, February 1983. 
lution No. 63 allows commercial banks to receive resources from outside the country. 
1w No. 4131 allows non-financial enterprises to obtain loans from abroad. 


9 400 million, showing a reduction with respect to 1981 which reflected the decline in Brazil’s 
‘ernational trade flows. As mentioned before, however, in 1982 the country also carried out special 
ort-term operations pertaining to its international reserves to a net value of over US$ 4 200 
illion. Thus, at the end of 1982, the short-term debt amounted to US$ 13 600 million and the total 
external debt (registered and unregistered) amounted to US$ 83 300 million (see table 25). 


4. Prices and wages 


a) Prices and the anti-inflationary policy 
In 1982, the Government encountered serious difficulties in its efforts to apply an effective anti- 
inflationary policy. The contraction of the economy during 1981 and the first quarter of 1982 made it 
difficult to make strict use of monetary instruments; in particular, the very high level of domestic 
interest rates in real terms made it impossible for the Government to continue restricting the growth 
of the monetary base as it had in 1981. 
The fiscal deficit, in turn, was higher than in previous years. Consequently, the authorities again 
had to resort to significant amounts of credit from the monetary authority, which made it difficult to 
control the monetary base. Likewise, the high indebtedness of the public sector made it impossible to 
resort to the sale of public securities on the domestic market to reduce the growth of money: a 


measure which had played a very important role in 1981. 


The anti-inflationary policy was seriously hampered 
that was inherent in the generalized indexing system imposed to correct the distortions caused by 


inflation. In 1982, the authorities continued to apply this system to the assets and liabilities of the 


financial system, to property rentals, to judicial obligations, to the exchange rate and to wages in both 


the public and the private sectors. 
; Thus, the high rates of inflation which had fluctuated at about 100% per year since 1980 


persisted during 1982 (see table 27). The rate of inflation accelerated considerably during the first 
half of the year, thus reversing the trend towards a slowdown which had been noted throughout 1981 
(especially during the last quarter of that year). The annualized rate of increase in the general price 


by the inertia of the evolution of prices 
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-_~ 
International Finance ~ 
Corporation 
Official bilateral agencies 

United States 
Agency for International 
Development (AID) 
Programme loans 
Proyect loans 
United States wheat 
credits (PL. 490) 
United States 
Export-Import Bank 
Others 
Suplier credits 
Financial credits 
Resolution No. 63 
Law No. 4131 
Other credits. 


Total 
Traditional operations 
Lines of credit for oil 
imports 
Other lines of credit 
Brazilian commercial banks 
Assets 
Liabilities 
Special operations 
Private banks 
United States Treasury 
Bank for International 
Settlements 
IMF (compensatory 
financing) 


Source: Central Bank of Brazil, Relatdrio, several issues, and Boletim Mensal, January 1983. 
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age 885 
1974 2181 


731 


16° 160 AGT aS Been AS aonhet S10 
1247 2756 2864 3153 3.219 (34853 894 


> Morn} ces (it ott 


570 aot 1117 10991077 1050 1019 9} 
58 570° 1 SStoion 53S Oho 
266) x S3Sevorw! 549 tu4 15484546, aero s eee one 


103 87 81 76 70 oy eaeiiate 8 ok 


190 817 886 929 929 931 955 
84 731 780 1049 1143 1440~ 1 863 
611 2414 3773 5343 5673 ~5651 5894 
2285 18194 21528 29500 34625 37820 44984 
653 seulipisoms 30405 97972 _ 7 724 =* 9 924= 15-6 
1250 13437 16261 22200 26883 27887 31520 
314 233 220 206 191 17 160 


II. Short-term debt (non-registered debt) 


BRASIL 
ee. Table 26 
BRAZIL: COEFFICIENTS OF THE EXTERNAL DEBT 


4 

x 
?- 
= hl 
oa 


Loans and 


1970 1974 1975 1976 1977 1978 1979 1980 1981° 


Millionssof dailars 


financing” 1494 7052 7244 10093 8840 14222 12063 13144 16 826 
; ' 13 797 
Debt service 1476 2595 3666 4814 6226 8122 10613 13013 16675 19 555 

Amortizations ; 
payments 1 2A? ood O45) 2168-5 800404 123. 75,326... 65275, ..6 702. 7514 er 8 196 
Interest (net) 234.652. 1.498 1810 2102 2696 4186 .6311 9161 11 357 
Debt coefficients (percentages) 

DS / X 48.1 30.0 38.3 43.7 47.3 58.8 64.0 59.4 65.3 88.8 
DS / LF 98.8 368 50.6 47.7 704 a7 88.8 99.0 99.1 141.7 
D / GDP 11>. 1-5 18.7 2033.8 21:9 23.0 24.4 22a. 24.2 26.6 


Source: Central Bank of Brazil, Relatério, several issues. 


3 Note: DS = Debt service. 


-» 
ll 
- 


X = Exports of goods and services. 
D = Total debt outstanding, public and private. 
LF = Loans and financing. 

GDP = Gross domestic product. 


“Preliminary figures. 


éb - . . . . . . . 
Medium and long-term credits minus export credits, after deduction of amortization payments received. 


index,!” which was 69% during the last quarter of 1981, rose to 120% and 112% during the first and 


~ second quarters of 1982. This acceleration of inflation during the first months of the year was due, toa 


large extent, to the increase in the cost of food caused by the poor 1981 harvests of the main 
agricultural crops for domestic consumption, and possibly also to the readjustment of guaranteed 
prices to farmers. Another factor which contributed to the acceleration was the heavy growth of 
money during the second half of 1981 and the beginning of 1982. Also, the creation of the Social 
Investment Fund (FINSOCIAL) had some effect on the higher rates of inflation, especially in June.'* 

During the second half of the year, however, the rates of variation were lower (see table 28) 
because administrative measures were taken to control prices of mass-consumption goods and to 
readjust the rates and prices of public utilities less than the general price increases; in addition, the 
harvests of crops for domestic consumption were good. Beginning in August, the Government tried 
to avoid simultaneous increases in the prices of public services or of products subject to the control of 
the Interministerial Price Board (CIP); also, in some cases, such as that of electric power, the 
adjustment of utility rates was postponed. High subsidies for diesel oil, liquified gas, fuel alcohol, milk 
and wheat were also maintained in an effort to contain the high rate of inflation. 

As a result of the above, the annualized rate of increase of the general price index was 
reduced to 84% and 86% during the third and fourth quarters of the year. 

The national consumer price index (INPC) for its part, rose by 98% in 1982; after having 
accelerated sharply during the first quarter, it showed a downward trend throughout the rest of the 
year. This index has come to play an increasingly important role in the generalized system of indexing 
of the Brazilian economy. Traditionally, it has been the basis for estimating the six-month 
readjustments of wages and, since 1981, it has also been used as the basis for monthly adjustments of 
guaranteed prices for agricultural products. Moreover, under the new Rental Law of December 1982, 
the INPC is also used as the basis for determining annual rental adjustments for physical persons, 
which were previously adjusted according to the variation in the Readjustable Obligations of the 
National Treasury (ORTN). 


17The general price index is calculated by the Getulio Vargas Foundation and consists of a weighted average of 
wholesale prices (60%), consumer prices in Rio de Janeiro (30%) and the index of the cost of construction in Rio de Janeiro 
(10%). 4 

18FINSOCIAL was created to finance social investments in the are 
and to aid small farmers. It is financed by contribution consisting of a 0.5% 
by enterprises selling services; collection of these quotas began in June. 


as of food, low-cost housing, health and education 
tax on sales of goods and 5 % of the income tax paid 
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the country. As from — there were ora dese sei emcee FE a eS Thnsy 
southern and southeastern region and in the Federal District, the minimum wage was adjusted 
39% in May and by 40% in Novena so that by the end of the year it: aeomad ee Zz 


~ Table 27 tx soils ceeeoe 
BRAZIL: EVOLUTION OF DOMESTIC PRICES ais mide 
ir. 19s 19797, Se IG goes 
December to December 
General price index* 
Total supply 38.6 40.5 76.8 108.5 92.8 
Domestic availability 38.8 40.8 Th2 110.2 2.2 
Wholesale price index } 
Total supply ee! 42.3 79.5 118.7 .. 905 8 
Agricultural products 34.2 47.6 80.5 138.2 FOF 89.0 — 
Industrial products 35.5 39.9 78.8 110.3 be WSF | 
Domestic availability 35.5 43.0 80.1 121.3 94.3 1 Ga { | 
Raw materials 28.4 55.2 76.3 110.7 86.1 81.5 
Foodstuffs aL 51.9 84.8 130.8 85.9 98.9 
Consumer price index : 
Rio de Janeiro 43.1 38.1 76.0 86.3 100.6 101.8 | 
Food 43.9 44.4 86.4 90.9 96.0 99.95 
Construction costs ! 
Rio de Janeiro 44.7 37.0 63.1 113.0 86.1 108.0 — 
National consumer price index sa = a 933: 91.2 D7 


Variation between annual averages 
General price index 


Total supply 43.7 37.9 54.3 98.4 106.8 94.2 

Domestic availability 42.7 — 38.7 53.9 100.2 109.9 95.4 © 
Wholesale price index 

Total supply . 39.3 37.5 55.9 106.5 108.2 92.0 

Domestic availability 40.6 38.9 55.4 109.2 11321 94.0 
Consumer price index 

Rio de Janeiro 43.7 38.6 DP | 82.8 105.6 98.0 
Construction costs 

Rio de Janeiro 51.0 37.9 49.3 96.9 101.0 98.2 
National consumer price index ~ = oe = 99.8 96.8 


SSS 
Source: Getulio Vargas Foundation, Conjuntura Econémica, and Central Bank of Brazil, Informativo Mensal, several issues. 


“The price index is a weighted average of the indexes of wholesale prices (60%), the cost of living in Rio deJaneiro (30%) and 
construction costs in Rio de Janeiro (10%). 
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Vrs 78 15.8 21.0 19.9 

14.1 15.1 8.3 14.8 

= 21.8 212 29.5 21.2 

I 20.7 21.7 13.8 19.8 
mee Pa1G3 aa 14.2 28.3 18.3 


Del N 16.8 17.4 10.0 


Source: Gerilio anal Foundaica and Brazilian Scodranttedl and Statistical Institute (IBGE). 
“Refers to the concept of domestic availability. 
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on Table 29 
se _ BRAZIL: COST OF LIVING AND MINIMUM WAGES 
- ee Indexes (1978 = 100) Growth rates 
—— 1979 +1980 +1981 1982 ©1979 +1980 1981 1982 
ls Nominal wage 
Sado Paulo 152.4 285.9 580.0 1 153.4 52.4 87.6 102.9 98.9 
Rio de Janeiro 152.4 285.9 580.0 1 153.4 52.4 87.6 102.9 98.9 
~ Belo Horizonte 152.4 285.9 580.0 1 153.4 52.4 87.6 102.9 98.9 
Porto Alegre 155.2 307.7 624.3 1 241.5 Doce. 98.3 102.9 98.9 
Distrito Federal 152.4 285.9 580.0 1 153.4 52.4 87.6 102.9 98.9 
Recife 162.7 316.3 656.8 1 345.1 62.7 94.4 107.7 104.8 
F Consumer price index 
_ Sao Paulo 150.2 267.4 523-1 991.7 50.2 78.0 95.6 89.6 
Rio de Janeiro 1527, 279.2 573.8 1 136.0 52.7 82.8 105.5 98.0 
Belo Horizonte 164.1 336.0 687.5 1 345.3 64.1 104.8 104.6 95.7 
Porto Alegre 153.0 293.6 622.5 ‘lr yf 53.0 91.9 112.0 96.9 
Distrito Federal 15927 308.4 656.3 173525 Spe 98.1 112.8 106.1 
— Recife 163.0 324.6 708.3 1 463.8 63.0 99.1 118.2 106.7 
4 Real minimum wage 
So Paulo 101.5 106.9 110.9 116.3 1.5 5.3 3.7 49 
a Rio de Janeiro 99.8 102.4 101.1 101.5 -0.2 2.6 -1.3 0.4 
Belo Horizonte 92.9 - 85.1 84.4 85.7 -7.1 -8.4 -0.8 15) 
Porto Alegre - 101.4 104.8 100.3 101.3 1.4 3.4 4.3 1.0 
Distrito Federal 97.9 92.7 . 88.4 85.3 -2.1 -5.3 -4.6 -3.5 
Recife 99.8 97.4 92.7 91.9 -0.2 -2.4 -4.8 -0.9 
Source; ECLA, on the basis of data supplied by the Central Bank of Brazil and the Getulio Vargas Foundation. 
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rate of inflation and in real terms the average annual amount increased slightly, although with some 


increase in the annual average real wages of employees working in production, which are peas = i 
have risen by 10% in 1982 (see table 30). A real increase of this magnitude aoa bs nee ere ; 
surprising in light of the recessive state of the Brazilian economy in general oe of the in iste . 
sector in particular, but it may be explained by the decline of the annual average inflation rate an ne 
certain effects of the Wage Law, such as the increment of 10% above the variation in the INPC for the 


tranche of up to three minimum wages and the additional increments for increases in productivity. 


Also, it should be noted that certain methodological problems may be distorting this wage 
indication.?° de 

With respect to the wages of civil servants —who are not covered by the Wage Law— the 
Federal Government decided to grant increases of 30% in January and 40% in June; this amounted to 
a nominal increment of 82%, which was lower than the rate of inflation. The States and 
municipalities normally followed the Federal Government's wage policy. 


5. Monetary and fiscal policy 
a) Monetary policy 
The 1982 monetary policy followed the same orientation it had had during the last quarter of 
1981, when the sharp contraction of economic activity had made it necessary to attenuate the 
application of restrictive monetary measures and instruments in order to allow the economy to adjust 
to the balance-of- payments difficulties. As a result, it was not possible to control liquidity effectively, 
as it had been during the first three qaurters of 1981. 


Table 30 
BRAZIL: AVERAGE WAGES IN INDUSTRY 
(Base: 1976 = 100) 


Average nominal wage Consumer price index Average real wage 
Index Variation Index Variation” Index Variation 
L977 150.3 50.3 146.9 46.9 102.3 2.3 
1978 226.0 50.4 210.6 43.4 107.3 49 
1979 356.3 SEH 327.3 55.4 108.9 ils) 
1980 685.8 225 620.6 89.6 110.5 1.5 
1981 1 488.9 117.1 P27 i 104.9 E71 6.0 


1982° 3195.7 114.9 2 480.8 95.1 128.8 10.0 
ee ee EE ee eee eee 


Source: Getulio Vargas Foundation and Brazilian Geographical and Statistical Institute (IBGE). 


“Calculated on the basis of the simple average of the consumer price indexes for Rio de Janeiro, Sao Paulo, Belo Horizonte and 
Porto Alegre. 


b 
Average for eleven months (January - November). 


‘Brazilian Geographical and Statistical Institute (IBGE), Indicadores Conjunturais da Industria. 

0In calculating the wage index, the IBGE takes into account all types of remuneration received by workers each month, 
ie, not only regular wages but also other types of payments, such as severance compensation. In 1981 and 1982, severance 
payments were quite substantial in some activities such as the automobile industry, where enterprises made special payments 
to persons who left their jobs voluntarily, in addition to the compensation required by law. 

Another methodological feature that should be noted is the procedure followed by IBGE in estimating the average 
wage, which it obtains by dividing the total amount paid, including the aforementioned severance compensation, by the 
number of persons who were actually working on the last day of each month. 
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Table 31 
BRAZIL: PRIVATE SECTOR LIQUIDITY 


(Percentage variations between end-of-December balances) 


oa = - ve 
30.2 32.8 
42.8 44.6 47.4 a 

37.2 514 505 48.3 

Fi xX 8.8 ; 

422 43.1 49.5 ane 
: 73.6 58.2 60.3 64.9 
_ 1980 70.2 61.9 61.5 60.9 
4 1981 4.7 69.9 92.9 111.0 
a 69.3 86.8 93.6 145.2 


ee 

_ Source: 1974-1981: Getulio Vargas Foundation, Conjuntura Econdmica, February 1982. 1982: ECLA. 

_ Note: M! = Means of payment (currency outside banks + demand deposits in the monetary systems). 
M2 = M! + Demand deposits in the public savings banks + National Treasury Bonds outside the monetary system 
M3 = M2? + 50% of time deposits, savings deposits, bills of exchange and real estate bonds. 
(M3 - M?) = Quasimoney. 


Table 32 
BRAZIL: MONETARY BASE AND MEANS OF PAYMENT 


(Percentage variations) 


Monetary base Means of payment 
During Over last During Over last 
the year 12 months the year 12 months 
1981 
March -0.2 63.6 -8.1 58.8 
= june 13.4 Bs 13.4 56.9 
September 30.4 63.3 23.4 60.4 
December 69.9 69.9 74.7 74.7 
1982 
March 8.0 84.0 -7.2 76.3 
June 22.5 83.1 133 74.5 
September 39.4 81.5 24.4 76.1 
Dedember 86.8 86.8 69.3 69.3 


Source: Central Bank of Brazil, Informativo mensal, January 1983. 


While in 1982 money grew at a slower rate than in 1981 (69% and 75%, respectively), the 
monetary base grew more than in 1981 (87% compared with 70%) (see tables 31 and 32). The 
discrepancy between the growth rates of these monetary aggregates was due to the 9% drop in the 
banking multiplier between December 1981 and December 1982, brought about by the raising of 
reserve requirements on demand and time deposits as from August. In the south-central region, the 
reserve requirement on demand deposits rose from 35% to 45% for large banks, from 31% to 40% 
for medium-sized banks, and from 28% to 36% for small banks. In the less developed northern and 
north-eastern regions, the percentages were 18%, 14% and 11% for the aforementioned categories 
of banks. A 5% reserve requirement on time deposits was also introduced. 

The increased reserve requirement was not accompanied, however, by a lower rate of increase 
of money issue, which at the end of the year came to 91%. This was due especially to the fact that the 
monetary authorities found it difficult to control the factors of expansion of the monetary base 
—particularly those pertaining to lines of credit at subsidized rates (“open accounts”)— despite the 
increase in transfers of resources from the National Treasury and the reduction of international 
reserves (see table 33). 

These resources granted by the monetary aut 


three priority sectors of the economy, i.e, agricu 


horities at subsidized rates are available to the 
Iture, exports and energy (PROALCOOL). They 
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accounted for 59% of the monetary expansion in 1982, especially through the subsidies granted for 
the marketing of wheat and equalization of the cost of sugar. These subsidies increased, in real terms, | 
by 20% and 71%, respectively, as a result of the continuation of incentives for the domestic é 
production of both commodities. Se F< : 

In order to cover the monetary authority's expenditure on subsidies and preferential lines of 
credit, the National Treasury made transfers amounting to 640 billion cruzeiros, a nominal increment — 
of 150% over the value transferred in 1981. These transfers represented 14% of the total current 
income of the Government in 1982. x 

With respect to operations concerning the federal public debt, the monetary authorities 
followed an expansionary policy, injecting into the system resources totalling 220 billion cruzeiros. In 
1981 the net sales had amounted to 550 billion cruzeiros, but during the year under analysis the 
monetary authorities modified their policy, as during the first half of the year they made net sales of 
federal securities in the amount of 220 billion cruzeiros, while during the second half of the year they 
made net purchases amounting to 440 billion cruzeiros. This turnaround in the second half of the year 
was due both to their aim of maintaining the level of liquidity of the economy and to the impact of the 
high cost of the domestic debt. wwe 


Table 33 


BRAZIL: MAIN FACTORS OF EXPANSION AND 
CONTRACTION OF THE MONETARY BASE’ 


(Variation in billions of cruzeiros) 


1981 1982 

1. Factor of expansion 1 615.4 3 388.6 
Credit to the agricultural sector pio ve 1 445.5 
Crops 384. 1 794. 1 
Marketing of wheat 65.4 284.0 
Minimum prices 95.1 195.0 
Sugar: exports and cost equalization 52.5 172.4 
Export credits 275.8 493.6 
Credit to the public sector 202.9 403.4 
Public debt st 217.6 
Special operations 202.9 185.8 
Credit from the Central Bank of Brazil 357.6 377.8 
Special funds and programmes 227.0 174.7 
Transfers to financial institutions 24.7 95:2 
Others 105.9 108.0 
Other credits from the Banco do Brasil 157.0 380.6 
Credit to PROALCOOL® 106.5 68.3 
Other accounts (net variation) -58.0 219.4 
2. Factors of contraction 1 126.8 2 619.0 
National Treasury 252.8 643.3 
Cash balance 3.0 6.6 
Transfers 249.8 636.7 
Exchange operations 231.4 527.8 
Resources of the Banco do Brasil _ 642.0 
Fund and programme resources te 357.4 
Time deposits in the Banco do Brasil 91.0 110.4 
Amortization of the social security system debt om 76.5 
Public debt 551.6 - 
3. Monetary base (1 - 2) 488.6 769.6 


a ee a ee Es ee 
Source: Central Bank of Brazil, Informativo Mensal, January 1983, and Getulio Vargas Foundation, Conjuntura Econémica 
February 1983. 


» Preliminary figures. 
Net purchases of Federal Government public debt securities. 
“Fuel alcoho! production programme. 
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: Die nb tery ferns: 2:4) usd apis gory 2 ODE ye 9999. 
e: Central Bank of Brazil, Informativo mensal, January 1983. 
"all ee 7 
BS + ae During the last two years, the federal government, as well as the State governments?! and the 
municipality of the city of Sao Paulo, had extensive recourse to the sale of securities in order to obtain 
‘resources. The end-year balance of the federal debt rose by over 260% in 1981 and 150% in 1982, 
ile that of the State governments rose by 170% and 150% in the same years (see table 34). The 
ai eae public debt in December 1982 represented around 15% of the gross domestic product 
razil. 
£ After interest rates were freed and the practice of scheduling the monetary correction in 
advance was eliminated in November 1980, the federal government increased the profitability of 
_ public securities by accepting higher discount rates, raising the monetary correction to levels equal to 
the rate of inflation and deciding on exchange rate correction for five-year securities.” This policy 
- significantly increased the cost of the debt service, so that at the end of 1982 this cost, including 
monetary correction and interest, represented 51% of the total balance of the federal debt, or 104% 
_ of the subscribed value of the debt. 
~ The high level of interest rates, both nominal and real, continued to hamper the growth of the 
economy, while at the same time it acted as an important factor of inflation. This high level was due in 
particular to the public sector's need for resources, to the segmentation of lines of credit and the 
selective limits on their expansion, and to the high cost and shortage of external resources. 

A feature of the Brazilian financial system is that it provides for different lines of credit, each 
~ subject to certain conditions and sometimes at subsidized rates, such as those already mentioned in 
connection with agriculture, exports and PROALCOOL, which in 1982 represented 63% of all loans to 

_ the private sector. Free operations, for their part, amounted to 37% of all loans: 10% financed with 
_ external resources and 10% by investment banks. The monetary authorities have established limits 
on the growth of the investments of financial institutions, except for those which utilize external or 
~ government resources. In 1982, the commercial banks expanded their non- preferential lines of credit 
by 53%, investment banks did so by 62% and leasing companies, by 58%. The availability of domestic 
- resources was further limited by the increase in the reserve requirement and by the role that part of 
those resources must be channelled to the agricultural sector. 

Even with the drop in interest rates on the international market, the cost in cruzeiros of 
external resources did not fall. As the exchange correction was kept at levels equal to those of 
inflation, the cost of these resources in December 1982 was 19% in real terms. The difficulty of 
attracting external resources during the last quarter of 1982, when the quarterly average inflow 
dropped from US$ 1 490 million to barely US$ 390 million, reduced the availability of credit through 


these lines. 


0 
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~ 
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21The States atthorized to issue securities are: Rio de Janeiro, Sao Paulo, Rio Grande do Sul, Piqui, Rio Grande do 


Norte, Minas Gerais, Bahia, Cear4, Santa Catarina and Paraiba. 
22—During 1982, federal public securities became increasingly pro 
around 115% per year, i.e., almots 8% per year, in real terms. 


fitable, with the rates rising by the end of the year to 
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A number of efforts were made during 1982 to reduce the level of interest rates. The monetar} 
authorities eliminated the ceiling on the expansion of credit by finance companies for financing th 
sale of consumer durables to consumers and changed the method used to calculate the tax on financis 
transactions so that it only applied to the initial amount of debts. This permitted a 240% increase 1 
the investments of financial institutions in 1982. In August 1982, in an effort to tone dow 
expectations regarding the level of interest rates, the monetary authorities established a system 
involving the ex-post establishment of the monetary correction on deposit and lending operations of 
commercial and investment banks on transactions of over 90 days. Finally, they limited invests 
by commercial banks in the purchase of debentures, which had grown by 800% between January and — 
August 1982, in order to free resources for other uses. 7 | 

Because the monetary correction was maintained at levels equal to the increase in the level of . 
prices, however, these measures did not have much effect, as interest rates remained equivalent to the | 
monetary correction, plus 8% to 35% per year. Interest rates on credit discount and other operations _ 
having terms of less than 90 days were left free. The cost of these loans was very high because the i 
interest rates were high. Moreover, the high interest rates gave rise, for the second year ina row, toa — 
real growth of deposits by the public in the financial system (see table 35). | 


a 


Table 35 


BRAZIL: DEPOSITS AND OTHER DOMESTIC OBLIGATIONS 
OF THE FINANCIAL SYSTEM WITH THE PRIVATE SECTOR 


(Billions of cruzeiros) 


Balance at end of year Growth rates 

1979 1980 1981 1982 1980 1981 1982 
Demand deposits 671 ie EY) i 4-202 69.4 74.2 65.3 
Fixed-term deposits 410 639 1 561 3 544 Bp, 144.3 127.0 
Saving deposits 523 985 2 485 5 768 88.3 1523 132.1 
Bills of exchange 187 275 494 1 785 47.1 79.6 261.3 
Mortgage bonds ie 16 Dil, 43 2321 68.8 59.3 
Total 1 804 3 052 6 548 14 415 69.2  . 114.5 120.1 


Source: Central Bank of Brazil, Boletim mensal, January 1983. 


Loans to the private sector by the financial system showed a real growth of 7%. This was due to 
the activities of the banking sector, whose operations rose by 18% in real terms, thanks especially to 
the transactions of financial institutions and of the Housing Finance System, made up of the National 
Housing Bank, real estate credit companies, savings and loan associations, the Federal Economic 
Fund and State funds. Loans to the private sector by the official sector continued to represent over 
50% of all loans, although they have declined slightly over the last four years (see table 36). 


b) Fiscal policy 


In 1982, the Brazilian public sector continued to find it difficult to control its expenditure, even 
with the austerity measures adopted over the last three years. In this regard, the authorities 
concentrated most of their efforts on consolidating federal public expenditure (in the fiscal, monetary 
and State enterprise budgets). 

Preliminary estimates of the federal sector fiscal deficit (including public enterprises) indicate 
that in 1982 it was equivalent to 14% of the gross domestic product, while in 1981 the figure was 
12%.?> This increase was mainly caused by expenditures pertaining to the public debt and 
expenditures of State enterprises (see table 37). 

As the administrator of the federal public debt, the Central Bank covered expenditures 
amounting to 1.2 billion cruzeiros arising from the increasing impact of the monetary correction and 
interest on federal securities.*4 Because of the slowing-down of the economy, the State enterprises 


*3See the Ministry of Finance publication, A crise mundiale a estrategia brasileira de ajustamento do balango de 
pagamentos, 1983. 


24See Central bank of Brazil, Boletim Mensal, Vol. 19, No. 1, January 1983, table 3.2. 
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Table 36 
BRAZIL: FINANCIAL SYSTEM LOANS TO THE PRIVATE SECTOR 


(Billions of cruzeiros) 


3 Balance at end of year Growth rate 
Es 1979 1980 1981 1982 1980 1981 1982 


Banking sector 1 730 2 948 5598 10565 70.4 89.9 88.7 
Banco do Brasil 721 Pol 2 025 3,452 68.0 67.2 70.5 
_ Commercial banks 1 009 ey a7 Haus: 72.2 “lOSe7) 99.1 
_ Official 371 6444 SF E-2985 25696" <" 73.60 © 10ny 
S. Private 638 1 093 PES: 4417 713 108-4 94.2 
~ Non-banking sector 1669 2945 6609 15550 76.5 124.4 135.3 
__ Financial institutions 243 348 663 2 289 43.2 90.5 245.2 
. Official 20 28 Dye} 154 40.0 89.3 190.6 
__ Private 223 320 610 25D 43.5 90.6 250.0 
_ Investment banks 367 657 1 343 2 316 79.0 104.4 72.4 
___ Official 11 19 aif 62 Ue] 94.7 67.6 
Private 356 638 1 306 2 254 79.2. 104.7 72.6 
National Housing Bank (BNH) 25 35 80 210 40.0 1286 162.5 
_ Mortgage companies 238 463 1 166 3 106 945 151.8 166.4 
Official 15 27 66 171 80.0 1444 159.1 
- Private 223 436 1 100 2935 95.57 971523 4) 166.8 
_ Savings and loan associations 83 158 361 559 = 90.4 1285 54.8 
Federal Economic Fund (CEF) 240 475 1 093 2 763 97-9 50 lee2.8 
State economic funds 113 194 509 1116 71.7 NO2AS ISS 
National Bank for Economic and 
Social Development (BNDES) 234 390 855 2 080 660) = OD 1455 
State development banks 109 192 446 934 16.1- 733235094 
National Co-operative Credit Bank 8 20 73 158m 150:02265:0 89.0 
Social Integration Programme 9 13 20 39 44.4 53.8 95.0 
_ Official sector 1 876 3 248 6555 13815 73.1 101.8 110.8 
- Private sector 1 523 2 645 5652. 12300 73.7 113.7 117.6 
- Total 3399 5893 12207 26115 73.4 107.1 113.9 


Source: Central Bank of Brazil, Informativo mensal, January 1983. 


were affected by the increases in domestic and external financial costs and also by the slackening in 
the real growth rate of their own income from 23% in 1980 to 2% in 1981 and less than 1% in 1982. 

In 1982, the revenues of the federal government showed a real growth of 3% with respect to 
1981. This was due mainly to the evolution of non-tax income, whose share rose from 20% to 23% of 
total revenues. As mentioned before, a significant part of this increase was accounted for by the 
creation in June, with contributions from public and private enterprises, of FINSOCIAL. Tax revenues, 
however, showed a real decline of 1% in 1982. This was due to increases in real terms, with respect to 
the previous year, of refunds on income tax (21 %) and on the tax on industrial goods (50%), basically 
exports of manufactures. The tax on financial transactions became the third most important source of 
federal revenues. : : 

The main changes in tax legislation were aimed at increasing collections and improving the 
distribution of the tax burden. Thus, in the case of the tax on industrial products, the changes were 
concentrated on increasing levies on luxury goods, such as cigarettes and beverages; the tobacco 
industry accounted for 40% of the gross revenues from this tax. In order to encourage the purchase of 
alcohol-fueled automobiles, the rates of tax on such vehicles were lowered or, in the case of the 
purchase of such vehicles for use as taxis, completely eliminated. Refunds of export taxes on 
manufactures, which were to have been eliminated in 1983, were extended until April 1985 ata rate of 
11%. With regard to the tax on financial transactions, the basis for calculating it was changed in the 
case of consumer loans, and it was eliminated in the case of certain commodity imports and 


agricultural loans. 
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Net expenditures. 
Monetary budget 4 
Income -24.5 
National Treasury 50.5 
Net change in debt -75.0 
Subsidies paid 287.8 
Deficit -312.3 
Public enterprise budget 
Income egies) 
Own income 1 056.3 
Treasury contributions 13522 
Expenditures 1 397.9 
Deficit -206.4 
Total deficit -518.7 


Source: ECLA, on the basis of data supplied by the Central Bank of Brazil (Relatério Anual, 1982, March 1983); 


347 1053.6 


> 287.0 


281.2 
5.8 


~~ 


858.5 
<I71D 


3 089.1 
29205 
368.6 


3°392-5 
-303.4 
-874.9 


22 


— 


2123 
369.7 


1300.4 


-718.4 


6 366.9 
5 410.6 
956.3 


7 143.6 
-776.7 
-1 495.1 


Lact 9 


12 7595 
10 855.8 
1 903.7 


14 817.0 
-2 057.5 
-4 665.8 


= ag gregee 


1983 $65 bitin 


593 “ee 
157. 98.9 
172. 159.4, 
“14277 106, 
47.0 «156.0 
68.7 70.9 212.1 


Carlos von Doellinger, “Implicagées da agdo do estado”, in Conjuntura Economica, October 1982, and "Estatizagao e 


finangas governamentats”’, 
“Preliminary figures. 
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in Conjuntura Economica, July 1981. 
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COLOMBIA 


1. Recent economic trends: Introduction and summary 


In 1982 the gross domestic product increased at a rate of slightly over 1%, after having grown very 


little (2%) the previous year as well. In contrast, between 1974 and 1980 the gross domestic product 


a ~had increased at an average rate of 5%. During the entire time that statistical records have been kept 
in the country, the increase in the national value added had never been so small as in 1982. This was 


reflected in an increase in the unemployment rate and was also one of the factors which contributed to 


the moderate reduction in the inflation rate. Unemployment rose from 8.2% to 9.3% and inflation 


_ dropped from 27% to 24% (see table 1). 


_ 
° 


Some of the more notable sectoral trends in production during 1982 were the contraction of the 
manufacturing sector (-2%) and the stagnation of the agricultural sector. In the latter, the lack of 


growth in coffee production had a decisive impact, while the manufacturing sector was particularly 


affected by the decline in domestic and export demand; the factors which caused this decrease will be 
analysed below. Construction activity increased at an acceptable rate of 5%, although much more 


_ slowly than in 1980 and 1981. The drop can be attributed to the combination of a slight decline in 


private construction (due to problems of demand and financing) and the fact that public construction 
activity increased less than in 1981. Thus the total production of goods, including that of the small 
mining sector, diminished marginally (-0.3%) in 1982. 

The production of services was 3% higher than in the previous year, while the 5% increase in 
the product of governmental services was particularly noteworthy. This, in addition to public 
participation in construction, made government activity one of the most important factors in 
preventing a decrease in the gross domestic product during 1982. 

A series of factors had a negative influence on the rate of economic growth in 1982, many of 
which had been making themselves felt for some time. These included problems on the external 
front, irregularities in the national financial system, the public deficit and inflation. 

As a result of the trends in both external borrowing and the current account, external accounts 
had a negative influence on the dynamism of economic activity in 1982 and the preceding years. 

As indicated in figure 1, the trade of goods and services showed a deficit in 1980, following upon 
several surplus years. This deficit deepened considerably in 1981 and again in 1982, when it exceeded 
US$ 1.9 billion as a result of external purchases worth over US$ 6.4 billion versus sales of slightly 
over US$ 4.5 billion. In part, this situation was brought about by the downward trend in the volume of 
exports of goods, which was 20% lower in 1982 than in 1979. This trend, which had already been in 
evidence for several years, was accompanied by rapid growth in the volume of imports (467% between 
1979 and 1982). In addition, although the terms of trade index for goods and services rose almost 4% 
in 1982, it was nonetheless 41% lower than in 1977. These developments can be ascribed both to the 
world recession in general and to some more specific factors (such as problems in the coffee market 
and the revaluation of the dollar in international markets) as well as to the fact that there was some 
delay in applying measures to control the growth of imports.' Until 1981, that delay was to some 
extent a reflection of the economic authorities’ desire to slow down the accumulation of international 
reserves in order to prevent pressure from being exerted on the money market. 

The exchange policy applied during recent years has also been a contributing factor to the 
worsening of external trade balance in goods, since the nominal devaluation of the peso (19%) in 
1982 was not enough to offset the effects of domestic inflation. Thus, the real effective exchange rate? 
dropped by approximately 7% for the second year running. 


1 The list of products subject to prior import licensing was not expanded until Sepember 1982, and customs duties were 


raised by 20% in November. 
2This refers to exports; see section 3. 
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dition to the deterioration in the external trade of goods, there was a significant increase 
(over ie in net interest payments, which had already risen almost 50% in 1981. An importa 
factor in this respect was the decline (-21%) in the amount of interest received; this, in turn, w 
caused by a decrease in reserve deposits in the exterior and the drop in international interest rate 
Interest payments, for their part, rose only 13% in 1982. | 
Until 1981 the imbalance on current account was financed through increased ——- 
borrowing, both by the public sector and private economic agents. Because of the diminished n 
inflow of foreign capital, however, in 1982 it was necessary to draw down international reserves. 
As a result, external indebtedness expanded by 18%. This was slower than the rate of | 
approximately 23%, on average, recorded in 1980 and 1981 and, particularly, the rate of 30% 
corresponding to 1979. Thus, the pattern of external indebtedness in 1979- 1982 was markedly I 
different than in the three years prior to that period, when the rate at which international liabilities | 
were incurred rose less than 5% annually. 4 


t 


Table a 


COLOMBIA: MAIN ECONOMIC INDICATORS 
meas oes ee eet Wiis et errs SUITS) i ee eee 
1976 1977 1978 1979 1980 1981 1982* 


A. Basic economic indicators 
Gross domestic product at market 


prices (millions of 1970 dollars) 17 152 17 865 19379 20421 21256 21701 21962 
Population (millions of inhabitants) 23.7 24.2 24.7 25.3 25.8 26.4 26.9 
Per capita gross domestic product 

(1970 dollars) 724 739 784 809 824 823 816 


Growth rates 


B. Short-run economic indicators 


Gross domestic product 4.7 4.2 8.5 5.4 4.1 Pai 12 
Per capita gross domestic product 2.5 2.0 6.2 32 ES -0.1 -1.0 
Gross domestic income” 74 6.9 7.0 4.1 48 0.6 1.5 
Terms of trade (goods and services) 34.3 AUD STAD Se a4 0.8 ras 3.9 
Current value of exports of goods 
and services 30.0 22.8 16.1 14.7 99 -16.6 ie 
Current value of imports of goods 
and services 14.5 18.9 pS | 14.2 40.2 74 8.7 
Consumer prices 
December - December 23.9 29.3 17.8 29.8 26.5 26.7 239 
Variation between annual averages 19:9 34.8 WA 24.7 27:2 28.1 24.6 
Money 34.7 30.4 30.3 24.2 279 21.2 25.4 
Wages and salaries 2.4 -5.6 11.5 6.5 0.8 1.4 3.7 
Rates of unemployment® = 9.3 8.8 8.8 9.6 8.2 9.3 
Current income of government 27.0 29.9 32.6 36.3 325 35.0 25.7 
Total expenditure of government 12.6 299 35.8 38.9 50.3 31.6 355 
Fiscal stich total expenditure of 
governmen HOt s> LOT? tars Yb 7.0 47 11.5 


Millions of dollars 
C. External sector 


Trade balance (goods and services) 462 643 532 606 -482 -1725 -1 933 
Balance on current account 193 435 294 490 -644 -1969 -2 291 
Variation in international reserves 639 661 6/6, L520 orl 199 -711 
External debt 3951 4106 4247 5486 6718 8285 9798 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 

*Gross domestic product plus terms-of-trade effect. 
‘National index for manual workers. 

4Real wages of manual workers in manufacturing. 
“Annual average rate for Bogota. 

‘Percentage. 

*Surplus. 

"Total disbursed debt. 
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Urban unemployment 


Consumer prices® 


=z 0 
Net factors 3 Goe 
payments 
; Balance on -2 000 
current account 
-3 000 


“ LG ee Taek T4eeh Sin IG) 77. 7B 79 80 81 82 


Source: ECLA, based on official data. 


~ aAnnual growth rate. 
; - bMean annual rate in Bogota, Barranquilla, Medellin and Cali. 


CDecember-to-December percentage variation. 


~ dMillions of US dollars. 
4 191 


This difference was a reflection of the change made in the policy on external borrowing w | 
new government took office in mid-1978. As will be seen below, after a number of years of = so ; - 
renewed importance was attached to the process of public investment, which was finance in larg e 
part by external funds. Given the abundant resources of the world financial market, the low initial 
level of indebtedness and the relatively satisfactory internal and external economic position of the - 
country, it was not difficult to obtain the necessary capital. en 

As the international banking situation and the country’s external and internal position 
deteriorated during 1982, the rate of expansion in its external borrowing slowed, as noted above. | 
Since there was a simultaneous deterioration in the current account, the recourse of drawing down 
international reserves was used for the first time since 1974. Reserves, which had grown steadily 
from a level of US$ 450 million in 1974 to over US$ 5.6 billion in 1981, fell by 13% in 1982. Evenso, | 
by the end of the year they stood at US$ 4.9 billion, an amount equal to nine months of imports of | 
goods and services. ; ’ | 

This trend in international reserves proved to be important in the light of events in 1982 
relating to economic growth. The rapid expansion of the country’s external assets until 1981 became 
the most significant component of the monetary base. Thus, it had a decisive influence on the pattern 
of prices. In view of the fact that the harmful effects of the inflationary process have carried great 
weight in the official global diagnostic studies of the economy, one of the economic authorities’ _ 
foremost objectives was to stop the expansion of reserves; this primarily took the form of a severe 
restriction of domestic credit up until 1981. 

In 1982, the vigour of economic growth, as such, was affected by the limitations which had 
existed until the year before on the expansion of liquidity and credit. This was compounded by the 
decline in external demand which occurred during the year in question. The problem became even 
more acute, however, as a result of the sharp increase in the domestic interest rate. In real terms, this 
rate rose from an average of -4% in 1971-1973 and 1% in 1974-1979 to 7% in 1980, 9% in 1981 and 
nearly 10% in 1982.3 Other factors contributing to this steep climb during recent years have been the 
above-mentioned process of holding down the growth of the economy's money supply anda policy of 
loosening restrictions on interest rates. On the one hand, because high-yield government bonds were 
offered, the government's open-market operations exerted strong pressure on the financial market. 
On the other hand, in response to the restrictions faced by traditional banking, private economic 
agents created new financial institutions; in order to obtain resources, these institutions also offered 
high rates of return to their depositors, thereby putting further pressure on the interest rate. 

In 1982, when international reserves ceased to exert expansionary pressure on the monetary 
base, the constraints on domestic credit also eased in both the public and private sectors. This 
permitted the financing of a larger fiscal deficit, an increase in the amount of resources for lending 
available to the private sector, and the initiation of action to lower interest rates. By these means, 
prior deposits on imports were reduced and a part of the legal reserve was freed for use at the same 
time that the return on government bonds was lowered in order to exert downward pressure on the 
interest rate.4 However, the private sector was already in a delicate economic position, and the greater 
supply of funds for lending was not used to the extent which had been expected. Officially, this 
situation was largely attributed to the inadequate functioning of the financial system. The system had 
shown a growing tendency during recent years to divert a significant amount of funds towards 
speculative financial activities, while neglecting its main function of channeling funds towards the 
financing of productive activities. 

Under these circumstances, and given the fact that the first set of measures did not restore the 
public’s confidence in the financial system (resulting in a transfer of deposits from small to large 
institutions and from private to public ones), in early October the government declared the first state 
of economic emergency of the year.> The objective was to put the financial system on a sound footing 
by creating the necessary conditions for a greater formation and better management of domestic 


>Nominal interest rates for time deposits in the banking system, deflated by the consumer price index. 

‘Despite these steps, the amount of funds obtained by the Banco de la Republica from operations on the open market 
increased sharply in 1982 as a result of the crisis in public confidence in the financial system. 

5 The state of economic emergency is provided for in the constitution and can be decreed by the government for a period 
of up to 90 days per year (not necessarily consecutive); this provision grants it special powers to resolve situations resulting 
from events which seriously disturb the economic and social order of the country. 
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‘ings. Solutions were also sought for such problems as the mounting process of economic 
centration taking effect through the financial system, the existence of irregular situations in some 
ncial institutions and the weakness of the support provided by the financial system for other 
sectors of the economy. 

= Three of the measures enacted to resolve such problems were particulary noteworthy. Firstly, 

the government nationalised one bank, intervened in two financial corporations and five commercial 

finance companies, and placed at least four other commercial companies under strict supervision. The 
purpose of this measure was to prevent them from becoming insolvent due to a lack of liquidity by 

_ giving them access to an abundant supply of funds through regular and special entitlements from the 

Banco de la Republica and the Savings and Housing Fund. Secondly, the government ordered that any 

_ funds in excess of the balances as of 31 May held in deposits made by decentralized government 

__ institutions and the National Coffee Fund in private financial institutions should be transferred to the 

- Banco de la Republica, so that it would have the resources to make fixed-term deposits in the financial 

entities most in need of liquid assets. Thirdly, a set of provisions was promulgated which was aimed at 

4 deconcentrating both the property of financial institutions and the granting of credits. 

“if The lack of public confidence in the financial system, combined with a drop in the interest rate, 

put an end to the savings boom in certificates of deposit which had taken place in 1980 and 1981 asa 

result of the decontrol of interest rates; the amount deposited in certificates increased by 114% in 

1980 and 53% in 1981 in real terms. This caused the extended money supply (money plus quasi- 

money) to grow by 15% and 10% in real terms during those years. In 1982, on the other hand, the real 

- value of certificates fell by 8%, causing the growth of quasi-money to come to a standstill. Due to the 

~ fact that the nominal rate of monetary expansion was maintained, it ceased to be negative in real 

terms, and the extended money supply did increase by somewhat less than 1%. 

In conjunction with the monetary and financial situation described above, the central 
government ran up a considerable operating deficit in 1982, and the measures taken to finance it were 
thus added to the long list of factors having a negative effect on economic growth. 

The central government's 1982 deficit was the culmination of a process that had begun four 
years earlier; the fiscal surplus which had existed since 1976 began to decrease in 1978, and by 1980 
had turned into a deficit equal to almost 8% of current income. The deficit persisted in 1981, although 

© it fell to 5% of current income, and then increased sharply to 13% in 1982 (see table 1). 

The public deficit may essentially be attributed to the change which was made in the guidelines 
for public investment when a new government took office in 1978, and whose effect began to be 
clearly felt in 1980. Until that time, a very tight rein had been kept on government investment 
expenditures as an important part of the stabilization programme designed to offset the rapid 
accumulation of international reserves. Thus, in 1973-1979, real public investment decreased at an 
average annual rate of nearly 4%, although it was quite erratic. In 1980 and 1981, however, the real 
rate of growth in fiscal investment spending was 29% and 13%, respectively, and in 1982 it rose once 
again (5%). Nonetheless, this type of expenditure continued to represent a smaller proportion of 
total government outlays in 1982 than in 1973. On the other hand, the real value of current 
expenditures, which had decreased marginally in 1981, climbed sharply (10%) in 1982. 

The larger deficit in 1982 was also due to the relative lack of growth in the real value of fiscal 
revenue (it increased only 1%). That situation can largely be attributed to the nearly continual 
decrease in real terms of direct tax receipts ever since 1976; especially during the last two years, this 
was a result of the economy’s loss of dynamism. ib 

In contrast, even though real revenue expanded only slightly in 1982, indirect taxes had been 
growing at high average rates (13%) during the four previous years. Nevertheless, this includes 


the lucrative Special Exchange Account (CEC), which has sparked a great deal of controversy 
6 its use creates 


PAR 


since —because its sources of income involve the primary issue of money— : é 
inflationary pressures. Although the CEC represented only 13% of current government income in 
1978, this share increased considerably in 1981 and 1982, to 27% and 29% of current income, 


respectively. 


by the profits derived from foreign exchange transactions 


6The funds in the Special Exchange Account are supplied 
f international reserves in the exterior, from the ad valorem 


(purchase or sale), from interest earned (in pesos), from deposits 0 
tax on coffee exports and from the tax on foreign exchange remittances. 
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The deficit was financed differently in 1980 and 1981 than in 1982; during the first two 
the government over-financed it through external borrowing (on average, such aaa 
than two-thirds higher than the deficit), with the result that the net credit extend d by - 2 srr 
Republica was negative. In 1982, however, given the greater difficulty of obtaining new ida : : rs 
the exterior and the disappearance of the conditions which had prompted the want of 
domestic credit-expansion during the past several years, the government made use of the latter — 
recourse extensively, with the result that the net domestic credit extended was positive. Internal 
financing thus covered over half of the 1982 fiscal deficit, while the expansion of credit granted to the , 
government accounted for three-fourths of the increase in total net credit in the country in 1982. If" ! 
the rest of the public sector is taken into consideration, the proportion rises to 89%. a 

In the final week of December, the government declared a second economic emergency for a_ 
period of 50 days in order to enact fiscal legislation. The aim was to boost public revenue by : | 
streamlining the systems for its collection and administration as well as to strengthen public and 
private savings (although not to the point of instituting an overall tax reform). There was also a — 
desire to prevent public activity from exerting inflationary pressure which would then have a harmful - 


effect on the amount of revenue collected. 


| 


| 
| 


2. Trends in economic activity 


a) Total supply and demand 


The fact that the increase in the gross domestic product in 1982 was scarcely over 1% resulted 
ina very small increase (1.6%) in the supply of goods and services, despite the rise of nearly 6% in the 
volume of imported goods and services (in-contrast to the stagnation of the preceding year). Its 
growth had already been low in 1981 (2%), and appears even more so in contrast to its rapid 
expansion during the 1970s, with the exception of 1975. The poor rates of growth in both 1981 and 
1982, which were especially marked in 1982 as regards most of the macroeconomic variables of total 
supply and demand, are a very clear reflection of the economic recession. 

On the demand side, there was a small increase in the volume of goods and services 
exported —which, in any event, was a better showing than the decrease in the two previous years. As 
a result, the domestic supply of goods and services rose less than 2%, which was a smaller increase 
than in 1981. : 

With respect to the components of domestic demand, while gross domestic investment 
increased somewhat less than 3%, total consumption cose slightly more than 1% for the second 
consecutive year. If general government expenditure on consumption is subtracted, it may then be 
seen that private-sector consumption scarcely increased at all. According to these preliminary figures, 
private per capita consumption deteriorated in real terms for the second year running, as the effects 
of the worsening overall economic situation made themselves felt (see table 2). 

The approximate 3% growth in investment was far below the increases of the two previous 
years. It should be remembered that in 1981 industrial, commercial and agricultural activities closed 
out the year with large accumulated inventories —including coffee. This partially explains the 
increase in gross investment for that year. During 1982, stocks were drawn down and, particularly in 
the case of coffee, did not exhibit great variation. 

Based on some indirect indicators, it appears that fixed-capital formation increased very little 
during the year. This is suggested by the fact that direct foreign investment requests approved by the 
National Bureau of Planning dropped from US$ 166 million in 1981 to US$ 132 million in 1982. The 
decrease of investments in the industrial manufacturing sector was particularly marked (from 
US$ 104 million to US$ 74 million). In contrast, there was an increase in this type of investment in 
the mining and financial sectors. There was also a drop in the machinery and equipment import 
licenses granted for the installation of new production capacity or the expansion of existing capacity. 
Whereas in 1981 US$ 290 million worth of import permits were approved for 134 industrial 
projects, in 1982 these figures dropped to US$ 90 million and 83 projects. Overall, the only increase 
was in the licenses granted for imports of equipment to be used in the generation of electricity. 


194 


COLOMBIA 
Table 2 
COLOMBIA: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage 
at 1970 prices breakdown Growth rates 


1980 1981 1982" 1970 1980 1982* 1979 1980 1981 1982° 


~\ 


Total supply 23 406 23864 24248 109.2 110.1 1104 5.3 58 20 1.6 


Gross domestic product 


“a at market prices 21 256 21701 21962 100.0 100.0 100.0 54 41 2a 12 
=. Imports of goods and 
a services 2B50+ 22163-52286 9200 NOD 104eo<38 1269p, 60.6.4 m008) 
_ Total demand 23 406 23864 24248 109.2 110.1 1104 5.3 5.8 2.0 1.6 
e Domestic demand 21 846 22 426 22803 101.2 1028 1038 4.1 Test, 7, 
_ Gross domestic investment 4117 4499 4620 202 194 210 -03 109 bo em =a) 
a Gross fixed investment 39/057 5-920 2: 18.0 174 3 38 13.2 5.8 on 
4 Construction 1824 1976 sracctO.2 8.6 24 146 84 
= Machinery andequipment 1 882 1 943 oy 78 8.8 LO Sp lLS g8 23'S 
: "Changes in stocks 412 579 = 22 2.0 as 
; Total consumption 17-729 17 927 181835" "81.0" 83.4 ~"'82'8 Dee 6.2 ile 1.4 
General government 2 2O0~ 2327 © 2453 O52" 10.8 Bell 2 122 TO oe 
Private 15-439. 15 G00 15.728 717° 726" 716 "43 Dee 10 08 
Exports of goods and 
services 1560 1438 1 445 8.0 23 66 208 -86 -78 0.5 
Source: 1970-1981: ECLA, on the basis of figures supplied by the National Bureau of Statistics (DANE); 1982: ECLA 
estimates on the basis of official figures. 
“Preliminary figures. 
The figures for exports and imports of goods and services were taken from balance-of-payments data expressed in dollars at 
current prices, which were converted to constant 1970 values using price indexes calculated by ECLA for that purpose. 


b) Growth of the main sectors 


The lack of vitality observed in the gross domestic product during 1982 was especially evident in 
the goods-producing sectors, which were brought to a virtual standstill by a 2% reduction in the 
manufacturing product, a slight decrease in agricultural output and a definite slowdown in 
construction. 

The growth rate of basic services, and particularly of transport, storage and communications 
services, was markedly lower in 1982; the same was true of the remaining services, and particularly 
commercial and financial activities. Only government-provided services sustained a satisfactory rate 
of activity, which was even higher than in 1981 (see table 3). 

i) Agriculture. Agricultural output remained virtually unchanged, due to a 2.5% drop in crop- 
farming production which was offset to a great extent by increases of slightly over 2% in stock- 
raising production and of over 5% in forestry and fishery activities. Since 1978, when there was an 
increase of nearly 9%, the growth rate of agricultural production has been declining sharply, to the 
point where growth was slightly negative last year (see table 4). riot 2A 

During 1982 agriculture suffered from adverse weather conditions which affected irrigation in 
a number of crop-farming areas. Furthermore, a severe contraction in the demand for some products 
was occasioned by low international prices which reduced export opportunities and by the decrease in 
exports of other goods in which agricultural inputs are used or which incorporate such products. In 
addition, the scant yields of many crops and the heavy financial burdens borne by agriculture made it 
impossible to lower product prices, which otherwise might have bolstered domestic demand. On the 
contrary, the increase in wholesale agricultural prices accelerated during the year, and ended up being 
the largest increase since 1976. Moreover, the devaluation of the currencies of some bordering 
countries encouraged smuggling, to the detriment of domestic production. In addition to all of the 
above, the climate of social unrest prevailing in a number of regions in the country helped to 


discourage crop expansion. 
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During the years when international coffee prices were booming, agricultural oe 
spurred by the higher income it brought in; thus, despite the large number of major crops wh FS 
harvests were significantly reduced, the crop-farming product retained a degree of dynamism unti. 
1981. In 1982, however, in addition to the poor yields of major crops, there was a slight decrease in the 

e harvest. 

Se in 1981 prices, the value of the harvests of 20 of the most important products other 
han coffee declined by 3.5% in 1982. This drop was partly offset by the harvests of some permanent — 
crops, such as fruit trees, and of some seasonal ones, such as vegetables. The crops which decreased 
the most were cotton (58%), sesame (42%), yams (20%), bananas and yucca (11%) and tobacco . 
(3%). : < SINt | 
Faced with soaring coffee prices, Colombia —as is also true of all the other producer countries— 
could not resist the temptation to increase its production. The rise in domestic producer prices from — 

an average of 1 940 pesos per 125-kg load of regular parchment coffee in 1973 to9 490 pesos in 1981 
was a powerful incentive to raise production; this was achieved less by expanding the area under s| 
cultivation than by introducing high-yield varieties and using improved techniques in pre-existing 
coffee plantings. Coffee output thus climbed from 468-000 tons in 1973 to 782 000 tons in 1981.The | 
greater volume of production made increased exports possible. When the coffee boom ended, 
enormous inventories accumulated, and it became necessary to resort to the mechanism of export 
quotas regulated by the International Coffee Agreement. Asa result of the downward in international 
prices, the domestic price remained at 10 430 pesos per load of parchment coffee from November 


Table 3 
COLOMBIA: GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC 
ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage 
at 1970 prices breakdown 


1980 §=1981 19827 1970 1980 19827 1979 1980 1981 1982° 


Growth rates 


Gross domestic product” 19 354 20026 20266 100.0 100.0 100.0 the as Se ee Le 


Goods 9 172:.. 9504 -9.476-* 51.0. 469+ ~ 46.2) S29. (7.0...5 3 eee 
Agriculture 47710. A912 S902 29.3. 264 239 AD a Oe 
Mining 196 206 7A: 2.4 1.0 1.0 (ils sym ieee 5.4 4.5 
Manufacturing 3 424 37533 "5 463 17S OTS OS eae 312 20 
Construction 782 853 896 4.0 4.0 44 06 145.0094 5.0 
Basic services 2562 2607. 2787 107 13.1" “Bee Tr 30 437 oe 
Electricity, gas and water 305 316 2 fe) 2 1.6 Lewy 7.0 3.69 G0 
Transport, storage and : 

communications 225] = 238 ea oS: dled 12.0 6.5 2.4 BS) 3.0 
Other services § 337 8 651 +: 8 .875a v4tah rye? 5243 3a 48S ee eee 
Commerce, restaurants 

and hotels 2 G16 se O70 a7 LO 131 13.4 152 3.8 Lo Zo ji 


Financial, insurance, real 
estate institutions and 


business services 2 18862795228 3017 14.5 14.3 14.7 4.8 63 5.9 2? 
Ownership of dwellings be 371, SV A419 sl A462 8.1 7.0 7.1 $2. Cosel 3.5 3.0 

Community, social and 

personal services 2.9355" 93.029 | SLABS | LS. eee La) Oe mee eo ees a ote} 3.9 
Government services 72s er 8G 7.8 8.8 9.1 6.5 9.9 BoP 5.0 

Minus: Comission for bank 

services 530 625 634 2.8 Deh 3. de p PEO ip apt 2 rehlefeD ies 


Source: 1970-1981: ECLA calculations on the basis of figures supplied by the National Bureau of Statistics (DANE); 1982: 
ECLA estimates on the basis of official figures. 
“Preliminary figures. 


As the individual activities and the total were extrapolated independently, the sum of the former does not correspond with 
the latter. 


G : ; 
The discrepancies between these growth rates and those shown in tables 1 and 2 are due to the fact that they involve different 
measurements of the product: in this instance, the factor costs and in the other cases, market Prices. 
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-s < Table 4 
COLOMBIA: INDICATORS OF AGRICULTURAL PRODUCTION 


Growth rates 


1979 1980 1981 _ 19822 ————— —— —— 
1979 1980 1981 1982° 


Index of agricultural production 


-(1970 = 100) L5X0 1560" -" 162.0 “46LF 4 

i ; : : 0 ae yr AI: 

Crop farming 158.0 161.5 164.0 159.9 3.9 2.0 es pes 
Stock-raising 1506 ial 559 MIGEIL SH 165.404.4597 234-4 we 


Production of the main crops” 
4 (thousands of tons) 


~~ Rice 1905 ee ome] OO mes Ol Se wl 2. fen 0:0 ee O Die eZ 
Maize 870 854 880 898 0.9. =~ 2L8 3.0 50 
__ Sorghum 501 431 532 5/65 2-3 H14 08S 234 8.3 
3 Wheat 42 46 62 Hib e105 95 348 145 
Raw cotton 282 353 366 1545-14 5peee5 2 5 ie aL 
z- Sesame 16 13 12 Lae WAS CAB Jeg Va Ale, 
y Soya y 146 155 89 OO" tl. 61-426) 1h? 
_ African palm 62 70 80 8559265 *25129: +145 6.5 
~ Common beans 1) 84 74 73 29 2 O12Oahel1 9 -1.4 
; Potatoes T9661 Bi we 2lOSi, 2s 149 gt a5 te 1229218 221 
- Yuca 5 DOSS 2-150 a2 t502 5 22000 1.8 33 yA) 
“Refined cane sugar 10945 2 YRG33 > T7781 Bl Sole 105 a 1.0 
Unrefined cane sugar (panela)‘ 984 988 935 884 7.8 0.4 -5.4 -5.5 
* Coffee , 694 753 782 Tae OS 8.5 4:9 2per-lel 
Bananas _ 802 944 TOUS srlodAjitey: led Gel s/t a2 64 
Tobacco 60 47 49 ATiy 13 One 247 42 -34 


Se eee ee 
Source: ECLA, on the basis of data supplied by the Ministry of Agriculture, the Banco de la Republica, and the National Coffee- 
Growers Federation. 
“Preliminary figures. 
Agricultural year. 
‘Calendar year. 
* “Production of oil pulp. 
' *Coffee-growing year, 1 October to 30 September. 


1981 to September 1982; this forced many growers to reduce their costs in any way possible, even if it 
meant deferring the maintenance of their plantations. As a result, coffee output fell by 144 000 sacks 
during the 1981-1982 coffee year, to 12.9 million sacks. 

Coffee production increased during the last five-year period from 10.5 million sacks in 1977- 
1978 to 12.9 million in 1981-1982, while its value rose from 46 billion pesos to 81.6 billion pesos 
during those years. The rise in domestic costs and prices posed serious financing problems in view of 
the decline of international prices and the drop in export volumes. The financial problem was 
exacerbated by the accumulation of stocks (domestic coffee consumption is approximately 1.6 million 
sacks), which had climbed to 9 million sacks by the end of the 1981-1982 harvest; this was equivalent 
to 70% of production, or the total export volume in 1982. It is estimated that by the end of the 1982- 
1983 harvest, inventories will have risen to 11 million sacks. 

During recent years, in order to prevent the sale of the coffee crops from becoming a major 
factor in monetary expansion, a flexible National Coffee Fund financing policy was adopted. It 
consisted in retaining large volumes of coffee in stock and granting FEDECAFE a monopoly on coffee 
bean exports. The resources taken in by the Fund through the Coffee Exchange Certificates soared (it 
loaned out almost 10 billion pesos, which allowed it to issue 15 billion pesos worth of certificates in 
1981), thereby providing a great deal of relief for the financing of the new crop. 

_ Grain production rose 9% (3 000 tons) during 1982, for a total of 3.6 million tons, and the 
production of all grains except barley increased. Rice output, which rose by 230 000 tons or 13%, 
exceeded 2 million tons for the first time (see table 4). 

Whereas 60 000 tons (US$ 32 million) of rice was exported in 1981, there were no rice exports 
in 1982 due to the sharp drop in international rice prices (they plunged by more than 30% in the 
Bangkok market), which made exportation impossible. Furthermore, the Agricultural Marketing 
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Agricultural Finance Fund. They also lengthened the amortization period for the bonds discounted by 
IDEMA for which rice had been put up as collateral and lowered the interest rate during that period to 
24%. In addition, the Banco de la Republica extended a line of credit for 300 million pesos to fund — 
IDEMA's rediscounting of rice-backed collateral bonds and another for 600 million pesos to finance the _ 
rediscounting of the security bonds held by rice millers. As a consequence of higher output and 
lack of exports, by the end of the year IDEMA had accumulated 140 000 tons of rice stocks. 3 

In contrast to the performance of grain production, oilseed output decreased 37% in 1982. The | 
increases in the production of African palm oil (6.5 %) and soya (11%) were insufficient to offset the | 
lower production of cotton seed (raw cotton output fell 58%) and of sesame. In 1979 cotton | 
production had fallen off by 14% due to adverse weather conditions and disease; nevertheless, stocks | 
had accumulated because of difficulties with sales on the external and domestic markets. In 1982 there _ 
was a repetition of this difficult situation, but in a more serious form. High finance and production — 
costs raised the prices of the domestic product, making it impossible for it to compete on the _ 
international market or even on the domestic market. Cotton exports decreased last year from 
US$ 109 million to a mere US$ 14 million. . 

The land area planted with cotton decreased from 220 000 hectares in the 1981 crop year toonly | 
92 000 hectares in 1982. The credits granted by the Agricultural Finance Fund to cotton growers were 
reduced by two-thirds, and the area covered by those loans decreased from 127 000 hectares to 40 000 | 
hectares. 

In response to the problems of the cotton growers, the government guaranteed them a price of 
137 000 pesos per ton in 1982 and of 145 000 pesos in 1983. For its part, the textile industry 
committed itself to purchasing 16 000 tons of cotton during the second half of 1982 and 25 000 tons 
in the first half of 1983 at those prices. In exchange, besides its financial backing, the government was 
to grant a subsidy to the textile industry for the cotton content of exported fabrics which would be 
equal to the difference between those prices and the going rate on the Liverpool market. 

The production of legumes fluctuated very little during the year, remaining at about 74 000 
tons. Potato production rose slightly, and the output of yucca and yams decreased considerably. 

Banana production activities also experienced some financial difficulties because of the 
oversupply of bananas on the international market and the resulting decline in prices. The situation 
with regard to this crop was further aggravated by the announcement that two banana companies 
intended to leave the country, which would mean that they would not be purchasing more than 5 
million crates (equivalent to 20% of national banana production). 

During 1982 stock-raising production rose 2.3% despite the fact that cattle slaughtering 
decreased 7%, the yield of slaughtered head dropped-by 0.5% and pig slaughtering also fell (8%), 
although this last decrease was mitigated by a slight improvement in the yield of the animals 
butchered. However, the fact that a smaller number of cattle and pigs were slaughtered during the 
year was more than offset by the increases in the cattle herd, (which began to be held back from 
butchering) and in the number of pigs. The production increase was 3% for poultry, nearly 6% for 
milk and approximately 2% for eggs. 

Ee The Agricultural Finance Fund furnished substantial credit backing for crop-farming and stock- 
raising activities in 1982. About 37 billion pesos was provided, which was 9% more in real terms than 
the amount of credit extended in the preceding year. The cotton, rice and sorghum crops, which 
employ very modern technology, absorbed slightly more than 40% of this credit. Approximately 9% 
was received by the remaining crop-farming activities. Stock-raising activities obtained about 9 
billion pesos, most of this sum being accounted for by cattle raising. 

Py Loans for 3.8 billion pesos —44% more than in 1981— were granted for infrastructure 
activities: leveling and site preparation, irrigation canals, land clearing, agricultural buildings, 
electricity network installations, cold storage plants, etc. Loans for the purchase of farm machinery 


and implements rose 28%, and farm-purchase loans increased only 9%, which represents a decrease 
of over 15% in real terms. 
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pF a Table 5 
COLOMBIA: INDICATORS OF MINING PRODUCTION 


Growth rates 
1979 1980 1981 19827 


Gross mining product’ 165 196 206 215 16 18.9 3.9 4.5 


45.3 45.9 48.9 51.6 -5.0 13 6.5 Pe 
378.0 491.0 4106 445.4 -16.6 29.6 -16.4 8.5 
265.6 497.0 5166 459.6 4.2 87.1 3.9 -11.0 
; . 93.5 140.5 133.5 1242 12.1 50.3 -5.1 -6.8 
~ Platinum fz 14.3 148 TE9 -13.4 10.8 3.5 -19.7 
_ Salt 6336 -Ses7.1 7165 i -15.6 40.0 — -19.3 i 


_ Source: ECLA, on the basis of data supplied by the Ministry of Mining and Energy and the Banco de la Republica. 
_ “Preliminary figures. 

~ Millions of dollars at 1970 prices. 

_ ‘Millions of 42-gallon barrels. 

_ “Thousands of tons. 

_ “Thousands of troy ounces. 


1979 1980 ‘1981 1982 


_ ii) Mining. During 1982, the value added by mining activity climbed 4.5%; although this was 
slightly higher than in the preceding year, it was far from the 19% increase recorded in 1980. 

With the exception of crude oil and iron ore extraction, there was a significant deterioration in 
the production volumes of major mining products. These decreases were larger than in 1981 and are 
in sharp contrast to the excellent results achieved in 1980 as regards most of these products (see 
table 5). 

Between 1970 and 1979, crude oil production fell from 80 million to 45 million barrels. In 1980 
there was a slight upturn which then became stronger in 1981 and 1982, with increases of 
approximately 6% in each of those years. Although it has never been a large oil producer, Colombia 

~ was a net exporter of crude oil until 1974, whereupon it became a net importer of petroleum and 
_ petroleum products, shortly after international oil prices more than quadrupled. 

That very unfortunate economic situation led to the adoption of a series of measures designed to 
boost oil exploration and extraction and to rationalize domestic consumption. One of the measures 
for achieving the former goal was to replace the system of granting exploration and exploitation 
leases to companies with a system of partnerships formed between the Colombian Petroleum 
Company (ECOPETROL) and foreign companies on quite favourable terms as regards the purchase 
price of oil destined for national refineries. In order to attain the latter objective, first the (lower) 
exchange rate used for oil purchases was gradually brought into line with the exchange rate used for 
other currency exchange operations, and then oil prices were raised to their international level; this 
increase initially favoured oil from new deposits, and later extended to all domestic extraction. 

In 1969 a law was passed empowering the government to declare any potentially oil-bearing 
area to be a national reserve and to hand it over to ECOPETROL for exploration, exploitation and either 
direct administration or administration in association with public or private, national or foreign 
capital. Later, in 1974, the signing of new oil lease contracts was eliminated, and partnership with 
ECOPETROL became a requirement for participating in national petroleum activities.’ From 1969 to 
the end of 1982, 126 partnership contracts were signed, 38 of which were in force on the latter date, 


7The partnership contracts are signed for a term of 28 years, composed of a 6-year exploration period and a 22-year 
exploitation period; they include provisions for the return of contracted areas according to their size, to be carried out in stages 
over a period of 10 years. A company in partnership with ECOPETROL assumes all the risks of exploration; however, if the 
deposit discovered is declared to be commercially feasible, ECOPETROL assumes 50% of the investment, ie., the costs and 
profits of exploitation are shared equally with the partner company. The partner pays a 20% royalty, which in practice means 
that 60% of the oil extracted goes to the State and 40% to the, partner; in addition to being responsible for paying the taxes 
meet the requirements of the investment programme for surface and underground 


required by law, the partner must also oti 
on of operations by a joint committee and, upon the expiration of the contract, must 


exploration, must accept the administrati = 
return to ECOPETROL, at no cost, the deposit and its related facilities in perfect condition. 
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covering a surface area of 10.3 million hectares. Ten of those contracts were in the exploitation st BP 
An increase in the volume of proven reserves naturally depends on the intensity with which — 
exploratory activities are carried out. In Colombia, the participation of foreign enterprises in these 
activities has proved to be very important. In 1977 these companies provided 77% of the investments 
in surface exploration; in 1980 this figure had risen to 86%, but dropped to 83% in 1981. This last | 
figure is equivalent to an investment of US$ 150 million, which was 7.5 times more than the level of | 
investment in 1977. The number of exploratory wells which were drilled rose from 8 in 1977 to44in 
1981, and the total depth increased from 82 000 feet to 297 000 feet. During those five years, the — 3 
companies in these partnerships drilled a total of 112 exploratory wells, and 855 000 feet. If the — 
exploratory activities conducted by ECOPETROL and by the companies still holding leases are also 
counted, these totals increase to 172 wells and 1 380 000 feet. This brought proven reserves up to 
171.8 million barrels of oil and 32 billion cubic feet of natural gas during that five-year period. 3 | 
Exploratory activities were primarily conducted on the eastern plains and in other areas where _ 
facilities for such projects did not always exist. : 

Exploration decreased in 1982, demonstrating a great deal of sensitivity to the beginning ofa 
downturn in international oil prices. Drilling by foreign companies dropped from 83 wells.and 
373 000 feet in 1981 to 63 wells and 371 000 feet in 1982. Only 15 of these wells proved to be 
productive. For its part, ECOPETROL reduced the number of wells being drilled from 13 to 12 and their 
total depth from 190 000 feet to 104 000 feet. Only six of the-wells proved to be productive. 

The 5.5% increase in oil extraction in 1982 made it possible to cut imports by slightly more 
than 5%, which represented a saving of US$ 18 million. With respect to petroleum products, the 
slight decrease in production (1%) was accompanied by the stagnation of import volumes and a small 
drop in their value. In addition to importing, Colombia usually exports petroleum-based fuels. In 
1982 the value of these purchases reached US$ 413 million, and exports represented US$ 291 
million; net payments thus decreased by US$ 24 million in comparison to the preceding year (see 
table 6). 

The sharp drop in international gold prices from slightly over US$ 600 per ounce in 1980 to 
approximately US$ 380 in 1982, in conjunction with other causes such as the depletion of the 
deposits themselves, caused production in the country to decrease. Output fell from some 500 000 


Table 6 
COLOMBIA: PETROLEUM INDUSTRY INDICATORS 


? Growth rates 
1980 1981 1982 


1980 1981 1982° 
Millions of barrels 
Production 
Extraction of crude oil 45.9 48.9 51.6 1.3 6.5 5.5 
Production of petroleum 
products 59.3 63.3 62.6 0.1 6.7 -1.1 
External trade 
Imports of crude oil 73 Belk 7M) -18.4 5.5 -5.2 
Imports of petroleum 
products 13.0 11.0 11.0 -2.6 -15.4 - 
Exports of petroleum 
products 9.4 10.4 12.0 -10.5 10.6 15.4 
Millions of dollars 
Imports of crude oil 220 267 249 43 21.4 -6.7 
Imports of petroleum 
products 491 417 41 - 
Exports of petroleum : ae ss i 
products 240 271 291 63.7 12.9 7.4 


Source: ECLA, on the basis of data supplied by the Banco de la Republica and the Ministry of Mining and Ener 
Preliminary figures. By- 
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ounces per year in 1980-1981 to 460 000 ounces in 1982. Since gold mining is mainly conducted by 
. small-scale mining producers, the decrease particularly affected employment in the departments of 
Antioquia, Chocd, Narifio, Caldas and Cauca, where many people are engaged in this activity on a 
small scale. The Banco de la Republica continued to provide technical assistance to them, and the 
Monetary Board authorized an entitlement of 40 million pesos to rediscount 100% of the loans made 
to them by credit institutions for the development of their gold and platinum mining activities. These 
_ loans are granted at an annual interest rate of 26% over a two-year term. 

‘ ' The sharp reduction (approximately by half) in the production of sea salt was partly due to the 
persistent decline in the demand of its main buyer, Alcalis de Colombia, which uses it as an input. This 
_ company has lowered its production in response to the imposition of restrictions as a result of the 
; pollution caused by one of its plants in Cartagena Bay. Moreover, problems and disagreements have 
2 arisen among large and medium-sized entrepreneurs and the small-scale salt producers. 

im Despite the drop in production of the Paz del Rio steel mills, the mining of iron ore rose by 
about 9%. The Cerromatoso plant, which processes ferronickel ores from Monte Libano, began 
4 operation midway through the year. Around the same time, the exploitation of the El Cerrején coal 
_ deposits was initiated and a portion of its production began to be exported; its output is still minimal 
in comparison to its estimated production when the project’s exploitation phase is in full swing. 

iii) Manufacturing. The product of the manufacturing industry decreased by 2% in 1982. One 
contributing factor was the slow increase in domestic demand, aggravated by the fact that a growing 
_ percentage of that demand shifted towards imported manufactures, including some contraband, due 

to the relatively high prices of domestic manufactures. A second factor was the shrinkage of external 
__ demand for some manufactured products such as cotton yarn and textiles, publications, paper and 
- cardboard and, to a lesser extent, sugar and cement. The financial factor was a third element which 
affected industry; many companies’ high levels of indebtedness, at very high rates of interest, and the 
decline in domestic demand were part of the reason why a significant portion of the credit disbursed 
was not invested in industrial production activities but was instead directed towards other areas in 
search of greater profitability and security. Lower sales also prompted the manufacturing industry, in 
general, to liquidate stocks and to allow a portion of its installed capacity to stand idle. 
The production of capital equipment fell nearly 9% as a result of the 15% decline in transport 
* equipment and materials, a decrease of 5% in non-electrical machinery and a 3% drop in the output 
of electrical equipment and machinery. This decrease was one more example of the low level of 
activity observed in the goods-producing sectors. Many industries utilized two-thirds of their 
production capacity on a single shift. 

Such important industries as textiles reduced production by nearly 7%, while the output of 
paper and paper products was cut by about 4% and rubber products by 10%. In contrast, the wood 
industries increased production by 10% and the output of plastic products rose 20%. In general, the 
production of intermediate goods fell slightly more than 1%, which —in conjunction with the 4% 
drop in the permits granted by INCOMEX for imports of these goods for industry— is an indicator of 
thé low level of economic activity during the year. 

The production of manufactured consumer goods decreased by slightly more than 2%. With the 
exception of a small rise in tobacco production and increases of approximately 3% and 6% in 
chemicals and in printing and publishing, all other product lines showed a drop in production, 
especially footwear and clothing (8%) and furniture (23%). 

Among the major industrial products, sugar output rose by 9% and cement by 10%. The start- 
up of a cement plant with a production capacity of 600 000 tons at the Paz del Rio steel mills and the 
expansion of the capacity of another large plant to 1.2 million tons brought total cement production 
capacity to 7.2 million tons. 

During 1982 the automobile industry assembled 35 600 vehicles, which was barely 1% more 
than in the preceding year. Although it was slight, this increase at least put an end to the downturn 
seen in this and related industries during 1980 and 1981, which had been affected by competition 
from imported vehicles and parts. In mid-1982 some restrictions were placed on automobile imports, 
raising the minimum price of an imported vehicle and increasing the ad valorem tax on automobiles 
from 150% to 180%. The output of chassis, on the other hand, continued to fall. There are three 

bil ies in th try. with an assembly capacity of 110 000 units using 2.5 shifts; in 
automobile companies in the country, 
1982 only 30% of this capacity was used (see table 7). 
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The greater monetary liquidity which was promoted during the year, as well as Som — ye 
measures imposed on imports —such as those which transferred the products in 500 tarit ‘categor 
from the free import list to a system of prior licensing— helped to improve the situation for nat ion 
industry with respect to domestic demand. Furthermore, in order to correct some anomal 
situations in industrial financing, self-financing companies were liquidated, however this measu 
did not fully achieve the desired result. In this same vein, the resources of the Industrial Finance Fun 
were made more available, allowing lines of credit to be opened up to industry for the acquisition of 
nationally-produced capital equipment and for the production of these goods. Another step taken late 
in the year to stimulate national industry was the establishment of an official purchasing statute 
which ensured that domestic products would figure significantly in the supply of the public sector. 

With a view towards creating conditions of greater permanency for the impetus given to 
industrial branches suffering from specific problems or whose development is of special interest, the - 
government set in motion what it has called a policy of “consensus in development’. This policy is to 
be applied to each individual sector after a diagnostic study has been conducted anda strategy has been | 
devised, with care being taken to ensure that it does not diverge from overall development policy. | 

The policy of “consensus in development” has-been designed to promote the participation of 
the government, entrepreneurs, the sectors providing raw materials and intermediate goods and the 
workers (through their unions) within the scope of each group of related industries. 

An agreement of this nature was concluded with textile industrialists which also included 
cotton producers; its terms serve as a good example of the scope of these accords. Under the 
agreement, three large textile enterprises committed themselves to improving their financial 
standing by issuing and offering shares, selling off assets and taking other steps to reduce their level 
of indebtedness to 70% of its previous level over a period of three years. They also agreed to reduce 
their inventories of finished products to a level equal to no more than three months’ production and, 
until this was accomplished, not to raise the prices of their finished goods and, later on, to review 
prices in conjunction with the government:-The companies also pledged to reduce their current 
accounts with subsidiaries and to put an end to any marketing activities other than those 
corresponding to them, ie., the production and marketing of fibres, textiles and clothing. The 
industrialists also agreed to purchase the cotton harvests at the prices established by the government 
and the growers, and also committed themselves to a set value of exports in 1983 (3.17 billion pesos). 


Table 7 
COLOMBIA: INDICATORS OF MANUFACTURING PRODUCTION 


Growth rates 


1978 », 1979... 1980 9 298A: 9) VOR 20 te 
: , 1979 1980 1981 19827 


Gross manufacturing product” 3027 3037 3424 3533 3 463 0.4 12.7 312 -2.0 


Production (thousands of tons) 


Sugar 1 O27,epeab lO] Si 248% el?” oi. 3t8 7.8 12.9 -2.9 8.7 
Cement A152. 4257 4:59 4:470 44-917 2a 22 Day, 10.0 
Steel ingots 265 234 263 ley fi Bw mes 8 ey! 2A dae) -0.9 
Metallurgical coke 244 220 257 2357 - -9.4 7A - - 
Caustic soda 32 2) 20 19 1S -21.9 = -20.0 5.0 = -21.1 
Carbonates ; 167 133 125 106 Little 204 -6.0 -15.2 4.7 
Motor vehicles 44.5 48.8 42.8 See 35.6 Se meme Sea br/ss 1.1 
Motor cars 32.3 32.8 32.3 24.7 26.5 7 Lore 2 ek TZ 
Chassis : 122 16.0 10.6 10.4 9.1 ll 3 ipa Gye =1.9° ~=)255 
Petroleum products 57 >9 59 63 63 35 0.1 6.5 0.1 
Industrial consumption of , 
electricity’ (millions of kWh) ° 3377 3596 3686 3651 3 656 6.5 25) -0.9 0.1 


a 
Source: ECLA, on the basis of data supplied by the Banco de la Republica and the National Bureau of Statistics (DANE) 
Preliminary figures. 


*Millions of dollars at 1970 prices. 
“Thousands of units. 

4Millions of barrels. 

“In the 24 major Cities. 
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. VAS8o; 4566. 201575 9 1771 -31.6 5.2 0.6 12.4 
te 238 178 152 128%, 429. 3752 eG eA 
180 236 290 222) alone Slt 229% ea 
676 563 767 alll 5.8 -16.7 36.2 °° 335A 
61 60 73 41 19.6 -1.6 21 Ter t-458 
it 3 58 53 33 95 -53.6 EB.Orae ASR rol shy 
Manizales 192 136 155 WED eas WAY memes 04) Bed 14.0 -49.7 
Medellin’ 704 er ENG 978 = -27.8 7 36.9 -9.2 
_Neiva— 110 39 24 DI 338.5) = OAD -38.5, 125 
Sata 44 54 50 50 -34.3 ed) -7.4 - 
46 other cities 967 964 856 ob -8.2 3.1 -11.2 


"Source: ECLA, on the basis of data supplied by the National Bureau of Statistics (DANE). 

- Pape figures. January-November 1982. Growth rate for January-November 1982 with respect to the same period of 
ee 1981. 

f Includes the permits approved in the metropolitan area of Yumbo. 

“Includes the permits approved in the metropolitan areas of Bello, Envigado and Itagui. 


In addition, the external credit furnished to them by the government would be used to convert their 
short-term indebtedness into medium- or long-term debt. While these objectives were being pursued, 

he boards of directors of these companies. 

ies of measures benefiting the textile industrialists. 

ndustrialists with PROEXPO of up to two years 


a government representative would sit on t 
In return, the government agreed to a ser 
These included, inter alia, arranging extensions for the i 
in order to ease the pressure represented by the maturity of short-term debts; providing the industry 
with 2.5 billion pesos of transitional financing in order to rediscount 80% of the credits which had 
been granted by financial intermediaries to pay off the portfolios of overdue loans guaranteed by the 
textile industry; and extending the term of the cotton-backed collateral bonds. The companies would 
also be reimbursed for the difference between domestic and external prices for cotton of equal quality 
used in their textile exports; lastly, the government would raise the external borrowing quota of the 
companies by US$ 30 million. 
iv) Construction. With an increase of 5% 
more than any other goods-producing sector; nev 


of almost 12% attained during the two preceding years. 
As in recent, years, public sector activity was the element which lent the most dynamism to 


construction. Despite the financial difficulties faced by the government during the year, the 
investments made by the Ministry of Mining and Energy and the Ministry of Public Works were 25% 
and 41% higher than the preceding year. The involvement of decentralized companies in developing 
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in the value added by construction, this activity grew 
ertheless, this rate was far below the annual increase 


VE et 


projects concerning electricity, highway construction, port facilities, etc., as well as the ae 
improvement works conducted by local government, and especially by the government in Bogota, 
played an important role in boosting construction. After soaring by 11% in 1981, building (measured 
by construction permits) scarcely increased at all during the year (0.3%). This was the result of very 
disparate trends. Non-residential building climbed 33% (representing one-fourth of the total built- 
up area) and housing construction fell 7 %, after having increased 14% in 1981. Housing construction 
in Manizales was halved, while it fell slightly less in Cartagena (44%), by one-third in Cali, and by 
230% and 16% in Bucaramanga and Barranquilla. In contrast, the surface area approved for housing 
construction in Bogot4, which represents 45% of the total area approved in the country, rose slightly 
more than 12% in 1982 (see table 8). es j 

The financial support provided by the savings and housing corporations was 11% greater in 
real terms (19% in 1981). Loans to construction companies, which had increased 34% in 1981, 
showed no growth in 1982. On the other hand, personal housing loans climbed 14%, although the 
largest increase was seen in the amount of credit extended to producers of construction materials, 
which doubled. It should be noted that construction costs during the year increased less than in any 
year since 1976. é 

The considerable bias of this activity in favour of the construction of high-cost housing for a 
minority sector of the population has been an important factor in the absence or near absence of 
growth in housing construction. This has, of course, occurred alongside a rapid movement in prices. 
During 1982 there was a further widening of the gap which has been opening up between the prices 
at which housing is offered and the prices which people are willing or able to pay.® 

The government has assigned a very important role to housing construction in reviving the 
process of short-term growth in the productive sectors, and has emphasized its role in making a 
significant contribution to higher levels of employment and greater social stability. In accordance 
with these goals, an extensive programme is underway for the construction of low-cost housing for 
the most needy sectors of the population. To this end, the government instituted measures to increase 
the attraction of savings by housing finance institutions in order to provide support for the 
programme.’ 

The housing construction programme provides for the financing of 53 000 dwellings under the 
UPAC system, 26 000 through the Banco Central Hipotecario and 78 000 through the Land Credit 
Institute. In order to obtain the necessary resources, in early 1982 this institute was authorized to issue 
1.2 billion pesos in Low-Cost Housing Bonds, and to undertake another issue for 15 billion pesos late 
in the year. It was also stipulated that at least one-half of the funds received by the corporations would 
be used to finance housing of up to 2 500 UPAC, and half of this amount would be used to finance 
housing of up to 1 000 UPAC with no down payment. 


c) Employment 


In keeping with the worsening economic situation, employment levels tended to decrease in 
almost all the urben centres. The rate of unemployment, which was 8% in 1981, climbed to 9.3% of 
the economically active population in the four largest cities. Only the cities of Manizales and Pasto 
witnessed some improvement in the employment situation (see table 9). 

Rising unemployment was particularly evident in Bogota —the main job centre in the 
country— where the percentage of unemployment climbed from 5.5% in 1981 to 7.4% in 1982; this 


*A study conducted by the National Centre for Construction Studies on contruction activity in Cali underlined that fact 
that, whereas 38% of the 115 000 families wishing to acquire housing in 1982 could pay up to 2 500 Units of Constant 
Purchasing Power (UPAC) —approximately 1 400 000 pesos— and 43% of these families could not pay over 1 000 UPAC 
74% of the dwellings supplied by private companies were offered at prices which varied between 2 million and 5 million nese 
i.e., between 3 600 and 9 000 UPAC. 

*In order to promote financing for housing construction, in mid-1972 the system of denominating savings in Units of 
Constant Purchasing Power (UPAC) was established; in this system, savings deposits are adjusted according to the variation in 
domestic prices, and a moderate interest rate is applied to the readjusted value. The creation of savings and housing 
corporations was authorized at the same time in order to promote this form of savings and to channel it towards that activity 
The Savings and Housing Fund (FAVI) was also created at this time in order to serve as a central bank for the savings sail 
housing corporations. The resources for this fund are provided by the cash reserves established by the savings and housing 
corporations and the FAVI credit instruments acquired by the corporations. 
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Source: ECLA, on the basis of data supplied by the National Bureau of Statistics (DANE). 
_ means that there were 35 000 more unemployed persons in the city than in 1981. It should be 
“mentioned, however, that relative unemployment declined over the last two years in Bogota, where it 
had reached 8% in 1980. Moreover, a favourable employment trend was observed in this city during 
_ the year. Whereas in March they were 133 000 unemployed persons, in December this figure had 
dropped to 113 000, which meant that there were 63 000 more employed persons in that month than 
_ there had been in March. 
g In Medellin, after the significant reduction in unemployment achieved in late 1981, the 
_ situation worsened once again. An important textile and clothing industry is centred in that city, as 
well as the wood furniture industries. In 1982 the drop in employment in these industries was 5.5%, 
8.5% and 22%, respectively. In Barranquilla, a city which has large metal and metal machinery, 
clothing, and other export industries, there were significant drops in production and employment in 
1982; nevertheless, there was a surprising decrease in the rate of underemployment, which fell from 
11% in 1981 to slightly over 10% last year. 


3. The external sector 


a) The trade of goods 

Since 1980 the balance of trade in goods with the exterior has shown a rapidly increasing deficit, 
which is approaching US$ 2 billion. The largest imbalances in this trade occurred in 1980 and 1981, 
the surplus of approximately US$ 500 million in 1979 became a deficit of US$ 1.66 billion by 1981. 
Whereas the 1980 deficit was due to a sharp increase in imports (48%), the 1981 deficit had its 
origins in a significant reduction in exports. During 1982 there was a slight upturn in exports (3%), 
but a larger increase in imports (8%); this was quite similar to the rate in 1981, and increased the 
trade deficit by US$ 280 million (see table 10). . 

The increase in exports recorded for 1982 was due to the recovery of prices, since the volume 
again declined (it has fallen by 20% in the past three years). Import prices rose 2% and the volume of 
_ imports fell by roughly 6%. 
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Changes in the unit values of exports and imports resulted in a 6% improvement in the terms 
of trade index; in spite of the lower export volume, this meant that the purchasing power of the — 
exports of goods grew slightly. ae | 

i) Exports. After the shar drop in exports of goods in 1981, which declined in value from 
US$ 4.1 billion to slightly over US$ 3.1 billion, they recovered slightly in 1982, with an increase of 
slightly over 3%. 

In 1981, the volume of coffee exports and coffee prices plummeted, causing the value of sales to 
drop by nearly US$ 900 million (a 399% decrease). On the one hand, the average international price 
for mild coffee on the New York market improved in 1982, although it gradually dropped throughout 
the entire year with respect to the high level reached by these prices in late 1981 (see table 11). On the. 
other hand, however, the volume of exports decreased again —from 11.1 million sacks in 1980 to 9.1 
million in 1981 and 8.9 million in 1982, of which 900 000 sacks went to countries which are not 
parties to the Agreement— as a result of the trend in coffee during the latter year!® (see table 12). 

Among the other main primary product exports, banana sales continued to rise steadily (13%), 
having increased from US$ 84 million to over US$ 150 million in only four years, as did flower sales, 
which have already reached US$ 114 million. In contrast, cotton exports plunged surprisingly, 
primarily due to a sharp drop in the export volume. Beef sales were also far lower (25%). 

The majority of the most important export products among a wide range of manufactures 
showed significant decreases in 1982. Exports of cotton yarn and textiles fell by about 40%, and sugar 
exports declined by approximately the same percentage. Fuel oil sales were one-fourth the amount 
they were in 1980, cement sales dropped 18%, and so forth. Only clothing exports showed an upturn 
(see table 12). 

Total export sales of products other than coffee, which represents over half of all sales, 
decreased by only 3% in 1981. However, in 1982 there was a decrease of approximately 11%." These 
results do not reflect the enormous effort which has been made in recent years to boost exports. The 
Export Promotion Fund (PROEXPO), in addition to the technical support it provides to exporters, 
granted credits for 50.7 billion pesos during the year, or 13% more than in 1981; in real terms, 


Table 10 
COLOMBIA: MAIN FOREIGN TRADE INDICATORS 


to77 1978 1979 1980 1981 1982° 


Growth rates 


Exports of goods 


Value 21.0 18.2 9.4 16.7 -23.6 3.3 

Volume -27.6 40.0 21.4 -5.2 -11.4 -4.4 

Unit value 67.1 -15.6 -9.9 23.1 -13.8 8.1 
Imports of goods 

Value 18.9 29.6 16.9 47.5 8.3 8.1 

Volume 12.4 15.3 Be 34.4 25 6.0 

Unit value 5.8 123: 10.3 9.8 ee) 2.0 
Terms of trade for goods 57.9 -24.6 -18.3 12.3 -18.8 6.0 

Indices (1970 = 100) 

Terms of trade for goods 189.8 143.0 116.8 131 106.5 112.9 
Purchasing power of exports 
of goods 182.3 193.8 192.3 202.2 144.8 146.7 
Purchasing power of exports 
of goods and services 184.4 193.0 200.2 200.9 157.0 163.9 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 


'0In September 1982 at the meetings of the International Coffee Agreement, Colombia was assigned an export quota of 
8.5 million sacks per year for the next two years. 

Tt should be noted that all of this data refers to export permits, whose total decreased slightly in 1982, and differs from 
the balance-of-payment figures and the data appearing in table 10. 
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: COLOMBIA 
= Table 11 


COLOMBIA: TRENDS IN COFFEE PRICES AND 
THE RETENTION QUOTA 


meee Prices Beg n 
2 External* Export receipt” Domestic Genes 
~ 1979 March KS? 188.4 6 400 45 

June 2.18 251.0 7 000 58 
September 2a 251.0 7 900 58 
December 1.84 251.0 8 300 58 

1980 March 1.81 251.0 8 733 58 

June 1.67 287.3 8 733 62 
September 125 287.3 8 733 62 
December 1.28 182.0 9 200 15 
1981 March L351 182.0 9 200 15 
June 1.08 186.6 9 200 20 
September 1.34 186.6 9 200 25 
December 1.45 206.5 10 330 30 
1982 March 1.45 217.3 11 050 abe, 
June 141 206.5 11 050 35 
September 1.37 206.5 11 050 35 
December 1.34 206.5 12 100 40 


Source: ECLA, on the basis of data supplied by the Banco de la Republica. 

“Dollars per pound. Corresponds to the prices on the New York commodities exchange for the “other milds” variety, plus 
US$ 0.02. 

’Dollars per 70 kg sack of green coffee. 

“Pesos per 125 kg load of parchment coffee. 

“Per 70 kg sack exported. 


however, this represents a decrease of approximately 10%. Of this amount, 57% was used to finance 
the production and export of non-traditional products. In addition, 85% of the total credit was 
granted for the financing of production suited for export, mainly of manufactured products. The 
textiles, ready-to-wear clothing and leather goods industries received 8.5 billion pesos; 4.56 billion 
pesos went to the chemicals and chemical substances industries; the metal products, machinery and 
equipment industry received 5.73 billion pesos, etc. 

As a part of its export promotion policy, PROEXPO opened up two lines of credit for a total of 
US$ 10 million to finance exports to El Salvador and Bolivia. It also continued to furnish technical 
and financial assistance for marketing studies, the solution of design and packaging problems, and for 
the attendance of Colombian exporters at national and international fairs and expositions. In 
accordance with the co-ordination agreement concluded between the government and textile 
entrepreneurs, PROEXPO, as a creditor, extended the term of the debts of the textiles and cotton 
industries. With the 15% increase in the Tax Credit Certificates (CAT) for most lines of export 
products and of 5%-10% for other product groups, the only goods excluded from this allowance were 
live animals, food, dairy products and some basic mineral and agricultural products which are used as 
food or which are of strategic importance for national industry. The possibilities of using CAT for 
paying taxes were also broadened by the provision allowing them to be used immediately after issue. 

These measures have been intended to mitigate the loss of incentive to exporters occasioned by 
the fact that they must convert export revenues at an exchange rate which, although it is gradually 
being devalued, lags behind the increase in domestic costs and prices. The rate at which the peso is 
devalued, although it has increased from year to year, has also been too slow to prevent Colombian 
exports from becoming less competitive on international markets as a result of the steady drop in the 
real effective exchange rate which has been occurring since the mid-1970s, except for brief periods in 
1978 and 1980. 

The real effective exchange rate (an average of the exchange rate for exports and imports), 
which had decreased slightly more than 6% in 1981, fell by an equal amount during 1982. The 
deterioration in this regard was much more marked vis-a-vis the currencies of European countries 
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than with respect to the dollar, due to the steady revaluation of the dollar against European currencies 
and the yen; this has made Colombian exports to those countries more expensive and less competitive 
(see table 13 and figure 2). 

ii) Imports. During 1982, imports of goods rose by much the same amount as !n 1981 
(approximately 8%) which was far less than during preceding years. The abrupt increase in such 
imports from slightly over US$ 1.4 billion in 1975 to US$ 4.4 billion in 1980 was thus partly curbed; 
in 1982 they amounted to nearly US$ 5.2 billion. 

The relative drop in the rate at which imports expanded during the last two years was a result of 
both the slowdown in economic activity and the measures taken to hold them in check. In earlier 
years, openness to the exterior was promoted for the basic purpose of taking advantage of the flow of 
income from the coffee boom in order to increase production capacity, as well as for the purpose of 
preventing an excessive accumulation of international reserves, whose monetization could have an 
inflationary effect. To this end, the free importation of a large number of previously restricted goods 
was allowed; customs duties were reduced for a large number of other products including capital 
equipment, to which a 5% levy was applied. When the coffee boom ended in 1980, this policy 
gradually changed; in 1982, there was an across-the-board increase in import duties to 20% except for 
farm products, capital equipment and for goods subject to international conventions. In addition to 
keeping capital equipment in the category of goods favoured by low import duties, the domestic 
production of these goods was benefited by the opening of lines of credit on favourable terms for 


Table 12 
COLOMBIA: EXPORTS OF GOODS, FOB‘ 


$e 


$e Percentage 
Millions of dollars breakdown 


1979 1980 1981 1982’ 1979 1982 1980 1981 1982” 


Growth rates 


Total‘ 3362 3810 2857 2822 100.07 100.0° 13.3 -25.0 . -1.2 
Total, excluding coffee 1337 1436 1397 1242 37.8 40.3 7.AY ost] Tee 
Main primary products 2344 2813 1940 1949 697 69.1 20.0 -31.0 0.5 
Coffee 2°025° 2374 “1460 “15380 Sie 56.0 W722 S85 So 
Bananas 84 109 136 154 24 521 29.8 24.8 132 
Flowers 79 102 108 114 Dee 3.8 29:1 5.9 5.6 
Uncarded cotton a2 102 109 14 1.4 0.5 96.2 65" -872 
Beef 41 70 60 45 0.9 1.5 125.8 | = 14 3 one 
Milled rice ae 15 42 ie 0.9 rar Loa 
Tobacco py: 24 19 21 0.6 0.7 9.1 ~~ -20.8 10.5 
Shrimp 19 Ly 16 2 0.5 0.7 10.5 -5.9 ae 
Main manufactured 
products 485 722 492 400) 814.4 06 142° 10489. 222319 sar 
Raw sugar 47 AVS 75 48 13 1.6 4272.0 APES fad ee BGO 
Cement 58 53 68 56 1.6 1.9 -8.6 23.3. <9 
Cotton yarn 46 38 20 i 1.0 0.4 5.6 47.4 -40.0 
Cotton textiles 36 34 a 21 1.0 0.7 -5.5 Se" 4s 
Outer clothing SpA caged gg Yin |g 2Gaatege Io 35H 20 ams 
Fuel oil 117) 19K (x peS3017 248 96 SSdehq ginal sw e725 ganas 
Publications STONE ye RARE SD hse EPR WS aes 
Cardboard boxes 31 40 49 39 0.9 13 29.0 22.5 -20.4 
Cut precious stones 7 bale. idle’ «¥ taba \ Qiu Gites © Sebi Sm 
Other 703 452 565 647 20.9 25.0) = 9587 25.0 14.5 
Adjustments‘ SL On teal iia 140 pels 


Source: ECLA, on the basis of data supplied by the Colombian Foreign Trade Institute (INCOMEX). 
Based on export permits. Totals differ from the balance-of-payment figures. 
Preliminary figures. 
Adjusted total. Permits issued but no taken up by exporters are not included. 
Unadjusted totals. 
“Permits issued but not taken up by exporters. 
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all . = is a f = ’ bo: Pos g aiid nhl y Tf 

a priatal 2. Tog g Sy oe 573220 
or F Lm 98 99.88) ¥ 

BCE nia: Paso Siwy ase oy anes, Fey erat 


oh ” Mf : sé a5 erin al ae Sottry : nA - 86.6 boo ORES ieee 
aie 2005 ri aectt Steet pane ee eee sri ol ~ Hrsg * 3 hued ort ae ad 
26 NGITAIMGME 4G) °4 007 Ded So Viorl- ae ay rat es * 
igo _ Mellen og AU mide & 165 90.4 92.4 
eer SSP restos Qeowtie BT! S's) 1218 92.2 93.5 
meat Joe7 Ss Goiveel shan =f 
Eapoies 213g hae hs69.2d 127.4 89.9 91.2 
‘gga Gaeee 62.66 132.6 bernie B7s4 88.4 — 
Pee teit, 7.22 { sai nati de> IF 85.6 - — 86.5 
tk Me 68.30 144.5 84.7 86.4 


Source: ECLA, on the basis of data supplied by the Banco de la Republica. 


q "This corresponds to the average of the indexes of the real exchange rates for the peso with respect to the currencies of trading 


partner countries, weighted according to the relative importance of exports or imports, as the case may be, to or from those 
countries. For information regarding the methodology and sources used to calculate the real effective exchange rate, see the 
technical appendix in the Economic Survey of Latin America, 1981, ECLA. 


~ domestic and external buyers of these products. It should be remembered that the capital equipment 


industries were also aided by the establishment of the State purchasing statute, which is highly 


beneficial to national industry. 


Together with the increase in tariffs, more than 500 import items were removed from the free 
import list and placed under a system of prior licensing, in general, these were farm products and 
luxury items whose importation had recently been increasing rapidly. 

Despite the restrictive measures adopted during the year, imports of consumer goods climbed 
38%, and their two main components rose by the same percentage. In the category of non-durable 
consumer goods, imports of primary food products more than doubled, and imports of processed 
foods climbed approximately 26%. Taken together, they totalled US$ 240 million. The sizeable 
increase in imports of consumer durables during the year was a contrast to the decrease in 1981, but 
was relatively minor compared to the increases in 1980 and, especially, in 1979 (see table 14). 

Purchases of intermediate goods fell by 19% as a result of the scant growth in domestic 
economic activity. This reduction was particularly evident as regards fuel purchases, which 
diminished nearly 30%. On the other hand, imports of intermediate goods for agriculture rose 15%, a 
large part of this figure being represented by the purchase of animal feed. Imports of intermediate 
goods for industry fell 8%. Capital equipment imports increased barely 3%, although imports of 
transport equipment rose 19%, and imports of capital equipment for agriculture were up 6%. In 
contrast, the value of imports of capital equipment for industry, which was on the order of US$ 1.3 
billion, diminished by 4%, while construction material imports also declined slightly. 


b) The balance of payments 

The trade deficit, which h tae 
(17%) in the exports of goods and services, grew again 1 
(12%), reaching US$ 1.93 billion (see table 15). 


ad increased by a factor of 3.4 in 1981, given the sizeable decrease 
n 1982, although to a much lesser extent 
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An expansion in the deficit on the factors services account to almost US$ 250 million was also 
witnessed during the year; this can be attributed to an increase of US$ 115 million in the amount of 
interest paid and a smaller inflow (US$ 130 million) of interest received, since the net outflow of 


profits increased only minimally. Approximately US$ 220 million were received in the form of | 


private transfers. This helped somewhat to alleviate the acute imbalance on current account, which 


was US$ 640 million in 1980, rose to US$ 1.97 billion in 1981 and to almost US$ 2.3 billion in 1982. 

Unlike what occurred in 1981 —when the trebling of the deficit on current account was | 
accompanied by such a substantial rise in the inflow of capital that it was even possible to increase _ 
international reserves— in 1982 there was a lower net inflow of capital (approximately US$ 800 


million) which, in conjunction with the current account imbalance, resulted in a substantial loss of 


international reserves (over US$ 700 million) for the first time since 1974. The loss of foreign — 


exchange assets was even greater. It neared US$ 940 million, after already having fallen by US$ 150 


million in 1981. 

The flow of loans to the private sector was less than in 1981, especially that of long-term credit, 
which was US$ 270 million lower than the preceding year. In contrast, US$ 374 million in short-term 
credit was received by the private sector, which was US$ 130 million more than in 1981, short-term 
loans thus increased from one-fourth to almost one-half of the total. The amortization of these 
private-sector loans declined by 15% during the year, to about US$ 300 million. 

The capital inflows to the official sector totalled US$ 1.18 billion, which was less than in 1980, 
while approximately US$ 340 million of amortization payments were made, leaving a net income of 
around US$ 840 million. In addition to this movement of capital to the public and private sectors, 
there was an inflow of approximately US$ 270 million in direct investment and an undetermined 
amount in errors and omissions, resulting in a net capital inflow of US$ 1.58 billion for 1982; this was 
one-third lower than in 1981, giving rise to the above-mentioned loss of international reserves. 


Figure 2 


COLOMBIA: TRENDS IN THE REAL EFFECTIVE EXCHANGE RATE 
INDEXES FOR EXPORTS AND IMPORTS 


(1980 = 100) 
125 


120 
7 N eta Imports Abe 
110 
105 


100 


1970 71) 72 "73. 74 OTS OTOP TS ae ok Oe ee eee 
Source: ECLA, based on official data. 
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COLOMBIA 
a" Table 14 
COLOMBIA: IMPORTS OF GOODS, FOB’ 


Te P 
Millions of dollars eee Growth rates 
7 1980 1981 1982” 1972 1982 1979 1980 1981 1982” 
Total® 5412 6094 6095 100.0 100.0 35.7 16.9 12.6 - 
_ Consumer goods 760 770 <2 10622 6<12.2 - 174 qB.0se 641.7 he ord 
Non-durable 296 325 449 6.7 7.4 926:8) 9 1-9 OS esa 
4 Durable . 464 445 613 5.2 )10.0 1869 +634 retlee 1578 
_ Intermediate goods 2Gxse eo? 22523. 47.6 44.7 A454 11.2 V7 SaPeIaS 
= Petroleum and fuels 810 902 645 06" 10:6 PSG S21. See 4 ees 
4 For agriculture 164 188 Ay aD) 36 236 491 146 15.4 
_ For industry G79 920221 S61 44.5" = 30:5 37:6 43 104 -8.0 
_ Capital goods _ 196e 72 2-240 39.1 36.8. 14.6. 17-71 106 a 
Building materials 67 126 125 ei 21 197A -35.6 88.0_4-0:8 
For agriculture 69 82 87 1.3 VA 42 Ass 18:8 6.1 
_ For industry _ 129 a 0h let; Bred. 7o oe 21:3. 8G1 a ATS og ADOT 4a 
Transport equipment 699 614 Wp2 eo 120s 10:8 ame28.55 pal 2al Lo 
~ Source: ECLA: on the basis of data supplied by the Colombian Foreign Trade Institute (INCOMEX). 
_ “The data is based on import permits and therefore differs from the balance-of-payments figures. 
Preliminary figures. 
“Includes small non-classified imports items. 
c) External debt 
By the end of 1982, the total disbursed external debt had reached US$ 9.8 billion, which was 


US$ 1.5 billion more than at the end of 1981. Between 1975 and 1978 the external debt had grown ata 
pace of 4.6% annually. In the three following years, this rate increased to 25% per year. It slackened 
somewhat (to 18%) in 1982, however, even though the disbursements made during the year were 
higher (see table 16). 

Between 1975 and 1978, as a result of the higher earnings gained from the export of coffee on 
favourable terms, a moderate rate of external borrowing was maintained, and the paying off of debts 
was encouraged as a means of slowing the rapid accumulation of international reserves. Reserves 
continued to rise steeply in 1979 and 1980, and there was also a large increase in the disbursement of 
credit, which rose from approximately US$ 470 million in 1978 to US$ 1.74 billion and US$ 1.58 
billion in the two following years. In the last two years the disbursement of loans was stepped up 
(US$ 1.87 billion in 1981 and US$ 1.95 billion in 1982). However, during those years foreign 
exchange reserves had already diminished, and the increase in amortization payments had been 
stabilized as well. 

Until 1978, the public external debt had expanded at a much higher annual rate than the private 
external debt (5.4% and 2.7% per year, respectively). In contrast, during the three following years, 
private sector indebtedness soared by 33% yearly, while public sector indebtedness rose 21% 
annually. In 1978 the public debt represented 70% of the total; in 1982, it was under 64%. The 
growth of the public debt again exceeded that of the private debt (19% and 17%) last year. 

The increased borrowing by the public sector has been used primarily to finance the large-scale 
infrastructure projects which are part of the National Integration Plan, although it has also 
increasingly been utilized for financing the current fiscal deficit and for servicing the public domestic 
debt. In the 1976-1978 period, while the accumulated surplus in national government accounts rose to 
15.4 billion pesos, the amortization of the external debt was 5.6 billion. In contrast, during the 
following three years an accumulated deficit of 15.4 billion pesos was recorded (in 1979 there was a 
surplus of 6 billion pesos, which was discounted), and approximately two-thirds of the government s 
external financing had to be used to discharge obligations within the country. 
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Balance on capital account 


Unrequited official transfer payments 


Long-term capital 
Direct investment 
Portfolio investment 
Other long-term capital 
Official sector ° 
Loans received 
Amortization payments 
Other sectors“ 
Loans received 
Amortization payments 
Net short-term capital 
Official sector 
Commercial banks 
Other sectors 
Errors and omissions 


Global balance® 


Total variations in reserves (minus 


sign indicates an increase) 
Monetary gold 
Special Drawing Rights 
IMF reserve position 
Foreign exchange assets 
Other assets 
Use made of IMF credit 


Source: 1977-1980: International Monetary Fund, Balance of Payments Yearbook; 1981: International Monetary Fund, 


iS et iN ie aes SE 
Unrequited private transfer payments _ 


-661 
-13 
-4 
-41 
-603 


68 105 
3 -12 
30 632 
30 397 
155 601 
3103 Ju 2889 
5 235 
208 512 
-208 -276 
14 176 
15 -22 
14 376 
5 -178 
19 68 
448 =: 459 
“676-4, , 21552 
-56 -75 
-18 -45 
2 -6 
604-1 425 


Balance of Payments Statistics, vol. 32, 1981; 1982: ECLA, on the basis of official data. 


“Preliminary figures. 


: Real services also include other official and private transactions, but exclude factor services. 
Feige pe loans eaves and their amortization, this entry includes net loans granted and other assets and liabilities. 
e global balance is the sum of the balance on current account plus the balance on capital account. The difference between 

the total variation of reserves marked with a minus sign and the global balance represents the value of counterpart entries: 
monetization of gold, allocation of Special Drawing Rights, and variations due to revaluation. 
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Debt disbursed by year-end 
~ Public 
Private 


_ Servicing of debt 
Amortization payments 
Public debt 

~~ Private debt 


- : cu 

_ Payments of interest and commissions 
Public debt 

' ‘Private debt 


~ Servicing of debt/exports of goods 


and services 


Table 16 
COLOMBIA: INDICATORS OF EXTERNAL INDEBTEDNESS 


(Millions of dollars) 


1975 


3712 
aryar 
1 185 


452 
217 

99 
107 
235 


108 
haba, 


21.2 


1976 


Eee pel 
2 642 
1 309 


505 
247 
125 

63 


258 
wg 
127 


18.2 


1977 


4 106 
2 842 
1 264 


486 
246 
188 

nA 


240 
133 
103 


14.3 


1978 


4 247 
2 962 
1 285 


611 
327 
215 

90 


284 
135 
Dy, 


15.4 


Source: ECLA, on the basis of data supplied by the Banco de la Republica. 


“Preliminary figures. 


1979 


5 486 
3 524 
1 962 


oS? 
503 
263 

40 


434 
206 
177 


20.7 


1980 


6 718 
4 243 
2 475 


955 
346 
206 

47 


609 
327 
324 


18.9 


COLOMBIA 


1981 


8 285 
5 268 
3017 


1 184 
302 
224 

57 


882 
433 
477 


28.2 


1982° 


9 798 
6 272 
3 526 


1 586 
437 
303 

75 


1 149 
542 
321 


35.2 


4 b : = 2 
i Includes: i) debts registered in the Banco de la Republica, it) external liabilities of goods and financial corporations, iii) lines 


of credit and suppliers’ credit. 
“Percentage. 


The service of the external debt climbed from an annual average of US$ 510 million in 1975- 

1978 to US$ 1.02 billion in the three following years and to US$ 1.6 billion in 1982. This pattern 
included a rather slow rate of growth in amortization payments until 1981, which then showed 
surprising spurts of growth in 1978 and 1979, and shot up again in 1982, with an increase of 45%. 
Interest and commission payments increased slowly until 1978 and thereafter grew by 42% per year. 

. In 1978 these interest payments represented 46% of the debt service; in 1982 that proportion had 


risen to 72%. 


The percentage of the total value of exports of goods and services represented by the external 
debt service, which until 1980 had been about 18%, expanded to 28% in 1981 and 35% in 1982. 


a) Prices 


During 1982, the inflationary process slackened in relation to the preceding y 
remained high as measured by the consumer price 1 
The variation from December 1981 to December 19 
been 27% in 1981; the index for non-manual workers rose 
than in 1981 (see table 17). This easing of inflationary pressures was no 
wholesale price index, which rose 25%, 

The food component once again ad 
of the housing category in the index for non-manua 
much lower increases than the total; this was particu 


consecutive year. 


4. Prices and wages 


or one per 
vanced more rapidly than the index total 
| workers. The remaining components showed 
larly the case with clothing, for the fourth 


Wholesale prices, as already mentioned, rose 


high levels reached in 1976 and 1979. 
domestic products and imported product 
have been playing in recent years in cur 

Among the’ products of domestic or 
out, in that it was the highest rate recor 


products rose 20%, which was somewhat 


During 198 
s widened significantly. 
bing the inflationary proce 
igin, the steep ascent (32% 
ded since 1976. The prices of do 
less than in 1981 and far below the increases in 1979 and 


ear, although it 
ndex for either manual or non-manual workers. 
8? in the former index was 24%, whereas it had 
by a slightly smaller proportion (25%) 
t, however, observed in the 
centage point more than in 1981. 
s; this was also true 


slightly more than in 1981, but did not surpass the 
2, the difference between the price increases for 
The role which imported products 
ss was thus reinforced. 

) of agricultural products stood 
mestically manufactured 
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1980. It should be noted that in 1982 the manufacturing industry experienced difficult demand 
conditions and had to liquidate the large inventories accumulated over previous years, all of which led 
to a moderate rise in the prices of some product groups. There was an increase of only 8% in the 
prices of basic metals, of 9% for miscellaneous manufactures, etc. 

The mean variation for the year in the consumer price index was very similar to the December- 


to-December variation (see table 17). 


b) Wages and salaries 


At the beginning of the year, a minimum wage increase went into effect throughout the country 
(30% in the departmental capital cities and 32% in the rest of the country, including rural areas). 
Since that increase proved to be greater than the rise in the consumer price index for manual workers, 
real salaries rose, after having shown almost no growth in 1981. Real minimum daily wages rose 
almost 6% in rural areas and urban centres other than departmental capitals, whereas in these latter 
cities the increase was under 4% (see table 18). 

The average real daily wages in the agricultural sector declined for the second year in a row, 
although at a much slower pace than in 1981. The situation in which there was the greatest 
deterioration was that of stock-raising workers in hot (lowland) areas (see table 19). 

In contrast, the rise in real wages for workers in the manufacturing sector was greater than in 
1980 and 1981. These wages, which had shown approximate increases of scarcely 1% in each of those 
years, grew by almost 4% in 1982. The real wages of industrial employees, on the other hand, rose at a 
rate similar to that of 1981 (2.6%). The wages paid to workers in the commercial sector underwent a 
real increase of nearly 5%, after a slump in 1981 (see table 20). 


Table 17 
COLOMBIA: EVOLUTION OF DOMESTIC PRICES 


(Percentages) 
1976 ADT 1978 1979 1980 1981 1982 


Variation from December-December 
Consumer price index 


Total for manual workers 25.9 29.3 17.8 29.8 26.5 26.7 23.9 
Food 27.8 35.0 11.9 32.1 25.4 28.2 249 
Total for non-manual workers 25.4 BES 19.7 26.5 24.5 25.6 24.5 
Food 28.0 34.4 141 52a 26.7 28.8 25a 
Wholesale price index 21 197 21.6 27.4 25.4 23 24.6 
Imported products 14.2 11.7 21.2 20.6 23.6 22.4 18.5 
Domestic products 35.6 21.8 20.7 28.7 26.5 2D 27.0 
Agricultural products 37.8 26.4 24h 28.3 2s 29.3 324 
Manufactures 24.0 18.2 19.7 33.3 30.0 20.9 20.2 
Residential building cost 
index 
Whole country 18.9 22.3 32.7 30.0 26.9 22.0 Pate 
Bogota 18.9 18.6 36.4 29.7 27.4 202 22.0 


» j aitg 4 Variation between annual averages 
onsumer price index 


Total, manual workers 19.9 34.8 17k 24.7 Pye 
: 34. , ‘ : 28.1 24.6 
Food 20.2 43.2 12.6 Dea) 28.7 28.5 25.4 
Total, non-manual workers 20.4 31.3 18.9 23.8 24.9 26.0 24.5 


eee eee 
Source: ECLA, he basi i Ao par ; 
aga de pr e basis of data supplied by the National Bureau of Statistics (DANE) and the Banco de la Republica. 
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of Statistics (D 
PURO? Yes ba sek 


HIG sh 233 besies DHS 


Jai AA GVA 232 


es Pesos _ Real growth rates" 
1979 1980 1981 1982 1979 1980 1981 1982 


—— - Crop farming 
Cold (upland) areas 
4 With food 973 1255 158.3 188.0 al 0.8 -3.1 -0.8 
~ Without food 144.3 182.3 227.0 268.0 1.9 -0.6 -5.0 -2.1 
Hot (lowland) areas : 
— With food 105.8 1375 171.8 202.0 -0.8 -L5 -4.6 Sy 


Without food : 151.0 195.0 240.7 284.0 -2.9 1.4 -5.9 -18 


i 


Cold (upland) area 


Stock-raising 


‘ With food 98.3 125.8 160.8 191.0 Wee 0.7 -2.7 -1.0 
Without food 143.8 182.0 2295 272.0 2.0 -0.4 -4.8 -2.1 
Hot (lowland) areas 
With food Liege ertag ao — Wee sem zion 22:2 gRet ta A IS 
Without food 159.0 206.8 256.0 301.0 -1.7 Qe? -5.6 25) 


Source: ECLA, on the basis of data supplied by the National Bureau of Statistics (DANE). 


_ “Deflated by the consumer price index for manual workers. 
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5. Monetary and fiscal policy 


a) Monetary policy 

In 1982 there was a considerable reduction in the growth rate of the money supply (means of 
payment plus quasi-money) in comparison to the two preceding years. After having increased 46% 
and 39% in 1980 and 1981, it slowed to slightly under 25% in 1982 (see table 21). This fulfilled the 
general objectives of the monetary policy applied during the year. Nevertheless, given the slower 
growth of the gross domestic product, the expansion which occurred in 1982 meant that there was a 
larger money supply in relation to that product than the year before. :s 

The increase in the means of payment was similar to that of the money supply in 1982, but was 
far lower than the increase in the supply during the two preceding years. The expansion of quasi- 
money in 1982 was substantially lower than in those years; after increasing by 70% in 1980 and 57% 
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in 1981, quasi-money grew only 24% in 1982. The decrease in the rate of growth of time deposit 
certificates was particularly great (from 171% and 94% in 1980 and 1981, it plummeted to scarcely 
14% in 1982), although the rise in savings deposits and deposits in housing corporations was also 
lower than in 1981. In contrast, the growth rate of money rose between 1981 and 1982 from 21% to 
25%, primarily because of the greater preference shown by the public for cash holdings. <. 
The clear-cut downturn in the monetary base’s rate of expansion in 1982 —from 32% annually 
in 1978-1980 to 22% in 1981 and 18% in 1982— did not moderate the growth rate of money, due to 
the 7% increase in the monetary multiplier. 
Among the factors which converged to produce these results, the major element was the ; } 
elimination of international reserves as an expansionary factor in the monetary base, in that they 
grew only 3% in 1982, after having risen 78% in 1979, 47% in 1980 and 19% in 1981 (see table 22). — H 
The marked expansion of the principal monetary liabilities of the Banco de la Republica alsohadan 
impact, since deposits of development finance funds in the bank of issue were 15 billion pesos greater 
at the end of 1982 than they were one year before, which was a 23% increase; the Agricultural Finance 
Fund raised its deposits by 25%, the Savings and Housing Fund by 18%, the Industrial Finance Fund 


~ 


Table 20 


COLOMBIA: EVOLUTION IN THE WAGES.AND SALARIES 
IN INDUSTRY AND COMMERCE 
To 


Growth rates 


1977 1978 1979 1980 1981 1982 
Nominal wages 

Industry 
Non-manual workers 22.9 24.5 25.9 26.6 29.0 27.8 
Manual workers 27a 30.4 32.8 28.1 29.7 28.8 
Commerce 32.4 26.5 28.3 32.1 26.3 30.9" 

Real wages 

Industry 
Non-manual workers® -5.9 41 1.6 1.4 25 2.6 
Manual workers* =50 Lis 6.5 0.8 14 3.7 
Commerce 1.0 6.8 3.8 2.6 -0.6 48° 


Source: ECLA, on the basis of data supplied by the National Bureau of Statistics (DANE). 
“Preliminary figures. 

January-September with respect to the same period in 1981. 
Deflated by the consumer price index for non-manual workers. 

Deflated by the consumer price index for manual workers. 


Table 21 


COLOMBIA: EVOLUTION OF THE PRINCIPAL 
MONETARY AGGREGATES 


Year-end balance in 
billions of pesos 


1979 1980 1981 1982° 1979 1980 1981  1982° 


Growth rates 


Means of payments (M,) 167.6 214.3 20 D2 ef 24.2 279 21.2 25.4 
Currency , 66.9 83.3 100.6 129.1 235.2 24.5 20.8 28.4 
Current account deposits 100.7 131.0 1391 196.6 23.6 30.1 Po 23: 

Quasi-money (M,) 126.1 214.4 336.0 4168 295 70.0 56.7 24.0 
Deposits in housing . 
corporations — se 83.2 122.2 171.8 52.2 56.5 46.8 40.6 
Saving deposits _ 46.0 583 727 843 368 268 246 160 
Time deposit certificates 269 | 728 TALT ‘I610 | -156 1706 =" 93.0 fam 
Extended money supply 
(M, + M,) 293.7 2487 595.7 7425 248 460 390 246 


Source: ECLA, on the basis of data supplied by the Banco de la Republica. 
Preliminary figures. 
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vert en lticl bd eae 
19'8:.¢32:8' yp) 14 
40.1 


-1.6 


: a = 50. WS oe B90 LT (40.9 540 i ee 

mercial E 0.7 O08 07 O04 340 143 -125 -429 

_ Other financial intermediaries Ce OF 0S 10 ao 55.9 eo 259.0 

_ Private sector — : 124 19.)"~ 203 2th 2490. 326 6.3 39) 

Money market operations 29.80 P84AS SAS Qed 2G Gaede. 2.0 4e62:8 

_ Long-term external operations 94 2) ASG AVIS). 21 ie 20 Bade Leh ep ae 
__ Other liabilities 0454041 5042 T 204 

Treasury currency in circulation 1.2 1.8 Zek o0- 20 00" 167. 666 


- Source: ECLA, on the basis of data supplied by the Banco de la Republica. 
“Preliminary figures. 
* by 25% and the Private Investment Fund by 60%. This was made possible by these funds’ low level of 
- credit utilization. Open market operations, since their total amount rose almost 63%, also prevented 
a greater expansion of the monetary base. This situation may primarily be attributed to the 
- disturbances which occurred in the sphere of financial intermediation, which caused the public to 
_ prefer government bonds. 
= Toa large extent, all of these factors helped to counterbalance the steep increase in the amount 
of net domestic credit granted by the Banco de la Republica, which amounted to 62 billion pesos after 
having shown negative values in 1980 and 1981. The central government accounted for 74% of the 
_ total increase, while this figure rises to 89% if the rest of the public sector is also included. The 
commercial banks, which had functioned as a restraining factor on the monetary base for a long time 
and continued to do so until 1980, also increased their debt with the bank of issue. This was primarily 
for the purpose of meeting the greater liquidity requirements of the government during the final 
~ months of the year and in order to mitigate the repercussions of disturbances in the financial 
- intermediation system. 


b) Fiscal policy 

During 1982, the central government's deficit trebled with respect to its level during the 
preceding year, and came to represent 13% of public revenue. This percentage had been 5% in 1981 
and 8% in 1980, while in 1976-1979 fiscal management had produced positive results. In 1982, 
whereas the growth rate of current income slackened ——from 35% in 1981 to 26%— the expansion 
of total expenditures, and especially current expenditures, accelerated (see table 23). 

The Ministry of Public Works and the Ministry of Mining and Energy, as entities involved in 
project execution, raised their combined share in the investment expenditures of the central 
government to 56% in 1982. The Ministry of Public Works invested 31 billion pesos primarily in 
road infrastructure works, such as the completion of the new Bogota-Medellin highway route, road 
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and port maintenance; and the expansion of basic services in the urban centres. The Ministry of 
Mining and Energy invested more than 13 billion pesos in the execution of hydroelectric generation 
projects and the extension of transmission lines. It also devoted resources to continuing the 
exploration of mineral deposits and the determination of their extensiveness, and to mining projects 
feasibility studies. The Ministry of Health undertook investments of over 2 billion pesos, and the 
investments made in the construction of schools and other educational facilities by the Ministry of 
Education were slightly under 3 billion pesos. 

Tax revenue rose slightly more rapidly than the inflation rate; the increases in gasoline tax 
receipts (11% in 1982 versus 60% in 1981) and sales tax receipts (33% in 1981 and 23% in 1982) 
were less rapid. The significant amount provided by the Special Exchange Account also showed less 
dynamism, although the share of total revenue which it represented increased from 27% to 29%. 

There was a major change in the sources of funds for financing the deficit. In order to finance a 
deficit of 10 billion pesos in 1981, external credits for nearly 20 billion pesos were obtained, of which 
over 9 billion pesos were used to amortize domestic indebtedness. In 1982, however, 44% of the 
deficit of nearly 34 billion pesos was financed through external sources, and the remaining 56% came 
from domestic sources; this had not occurred since 1974. 

The government's total expenditure rose 36% in 1982, which was a slightly higher rate than in 
1981 (32%). This was entirely attributable to the more rapid expansion of current expenditures 
which, after increasing 27% in 1981, grew 37% in 1982. The investment expenditures of the central 
government rose 31%, showing a marked slowdown from the high growth rates recorded in 1981 
(46%) and especially in 1980 (62%). 


Table 23 
COLOMBIA: EFFECTIVE INCOME AND EXPENDITURES 
OF THE CENTRAL GOVERNMENT 


Billions of pesos Growth rates 
1979 1980 1981 1982° 1979 1980 1981 1982° 


Current income 114.6. 21518, 8204.9. 42575 36.3 325 35.0 25 
Tax revenue 112.6 148.8 201.1 2525 313 32.2 35.1 25.6 
Income and complementary 
taxes Siliee 47.1 53.0 65.2 22.6 26.4 12s 23.0 
Sales taxes 23.0 30.5 40.3 49.6 ola 52:9 32.8 75 i) | 
Customs duties and 
surcharges 16.6 24.8 29.4 36.6 24.3 49.2 18.5 24.4 
Profits on exchange , 
operations 23.8 30.1 pe BS: 74.3 118.3 26.4 84.4 33.4 
Gasoline taxes 8.0 sae 18.1 20.1 sual 41.4 60.2 11.0 
Others 43 4.9 4.8 6.7 8.2 13:7 -2.0 39.6 
Non-tax revenue 2.0 3.0 3.8 5.0 -4.3 51.0 26.7 31.6 
Current expenditures 82.65 Zig ert 155-8054 2 44.7 46.7 26.8 37.1 
Current savings 31.9 30.6 py Ph 46.5 19.0 -4.3 67.0 -9.0 
Investment 26.0 42.0 61.1 80.2 25g 61.6 45.5 0 
Total expenditure 108.6" _ 163.3 214.9" 2912 38.9 50.3 31.6 35.5 
Fiscal deficit (or surplus) 6.0 -11.4 -10.0 -33.6 2.1 -12.3 236.0 
Financing of deficit 
External credit 5.2 16.5 Los 14.9 
Domestic credit -11.2 -5.9 -9.5 18.8 


Source: ECLA, on the basis of data supplied by the Banco de la Republica. 


Not 1% S ey h ve been 1g de ft 1e suit f rt entries d es t alw if ide with 
e: Be ause th a oun d of u oO pa ial 1 O y 
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COSTA RICA 
1. Recent economic trends: Introduction and summary. 


During 1982, the Costa Rican economy continued to suffer a severe contraction. The macroeconomic 

. indicators showed negative trends for the second year in a row; this followed upon a biennium 
—1979-1980— in which there had already been clear signs of deceleration and of an aggravation of 
some of the disequilibria inherited from previous years.' 

The per capita gross product dropped for the third time in a row, this time at a much more 
significant rate (-9%) than during the previous biennium. Because this indicator was lower than it 
had been during the mid-1970s, average living conditions declined substantially (see table 1 and 
figure 1). 

In addition, the acceleration of inflation, already extremely high, brought about an even sharper 
drop in the income of wage earners than had been the case in 1980 and 1981. At the same time, the 
‘constant rise in unemployment during most of the year had a highly unfavourable effect on the real 
income of families. 

This behaviour was caused by several adverse factors —most of them conjunctural in nature, 
but some of them structural— which had been acting on each other in recent years, giving rise to 
serious disequilibria. The situation was aggravated by the unfavourable state of the international 
economy, by the difficulty of continuing to mobilize external financing and by the climate of 
uncertainty prevailing during the first half of the year because of the often erratic nature of economic 
policies, speculation with the exchange rates and the anticipation preceding the change of 
government.” All this had a negative effect on the business sector, which maintained an attitude of 
caution with respect to investment projects and production programmes. 

Although by the end of the year there was some improvement in trade relations with the 
exterior and the atmosphere of uncertainty was overcome, the external sector continued to have a 
limiting effect on domestic production and to exercise pressure on financial variables in at least three 
areas. 

In the first place, the terms of trade deteriorated for the fifth year in a row. International prices 
for the main export commodities remained low and this in turn had a depressive effect on the agro- 
export industry. 

In the second place, the economic contraction experienced by the other Central American 
countries and the abnormal functioning of the Common Market continued to limit regional demand 
and weaken what had once been a dynamic intra-regional trade. 

In the third place, for the second year in a row, external financing, which in previous periods 
had played an important part in the country’s growth, was not available. During the last few years, the 
inadequacy of exports had been offset by a rapid increase in the external public debt —particularly vis- 
u-vis private sources. However, the burden of servicing this debt had become unbearable: in 1981, the 
authorities had been obliged to suspend payments. Although some significant gains were made 
during the second half of 1982 with respect to the renegotiation of the external debt, the external 
disequilibria persisted. The shortage of foreign currency, although somewhat mitigated during the 
last quarter of the year, persisted throughout the year and hindered the regular supply of inputs, 
affecting the entire productive apparatus in general and some important industries in particular. 

In addition, the serious fiscal disequilibrium, which had increased during the previous years, 
prevented the public sector from continuing to exercise its role in compensating for the decline of 


1See: ECLA, Economic Survey of Latin America (1979, 1980 and 1981), ECLA, Santiago, Chile. The 1981 Economic 


Survey contains a retrospective analysis of the origins of the economic crisis. 
2National elections were held in February 1982. The new authorities took over in early May. 
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private demand. Up to 1980, the Government had followed a policy geared towards increasing 
expenditure which, along with an inelastic tax structure, had generated a growing deficit in public 
finances. This put strong pressure on domestic credit, created inflationary trends and, in the absence 
of any modification of the exchange policy, led to a systematic overvaluation of the colén. During 
1982, the Government was obliged to restrict public expenditure in real terms, the fiscal 
disequilibrium was one of the most difficult problems with which it had to deal. 

In 1981, in view of the serious shortage of foreign exchange and the obvious overvaluation of 
the colén, the authorities established a system which provided for the floating of the col6n. Because it 
did not have the reserves necessary to play an active part in the market, the Central Bank was notable 
to keep the floating currency within reasonable limits. The exchange rate rose dramatically uptoJuly 
1982, largely as a result of speculation. During the first half of the year, the variations in the exchange 
rate continued to aggravate the inflationary pressures and financial destabilization. 


Table 1 
COSTA RICA: MAIN ECONOMIC INDICATORS 


a 


1977 1978 1979 1980 1981 1982" 


A. Basic economic indicators 
Gross domestic product at market 


prices (millions of 1970 dollars) 1975 2099 2202°° 2220... 27118 Siem 
Population (millions of inhabitants) 2.08 ZS Papa 2.28 2.34 2.41 
Per capita gross domestic product 

(1970 dollars) 948 977 995 974 904 825 - 


Growth rates 
B. Short-run economic indicators 


Gross domestic product 8.9 6.3 49 0.8 -4.6 -6.3 
Per capita gross domestic product Di 3.1 es -2.1 -7.2 8.8 
Gross income 14.2 4.6 40 -0.5 -11.1 -6.3 
Terms of trade (goods and services) 24.1 -6.8 -4.1 -6.6 -25.7 -1.3 
Current value of exports of goods 

and services 36.0 Dall 8.9 DZ 1.8 -11.1 
Current value of imports of goods 

and services 32.8 LS Tor Vail -20.6 -19.2 


Consumer prices 


December to December a3 8.1 13.2 17.8 65.1 81.8 

Variation between annual averages 4.2 6.0 a2 18.1 37.0 90.1 
Money oa 25.9 22.0 9.4 15.0 Dy, Hai 
Wages and salaries 9.4 8.8 4.8 -2.8 -11.2 -23.6 
Unemployment rate‘ 46 4.6 49 5.9 8.7 9.4 
Current income of central government 72s, 17.9 Shi 21.0 41.7 85.9 
Total expenditures of central government 17.0 2 20.3 26.8 9.8 50.9 
Fiscal deficit/total government expenditure 25.1 30.5 39.0 41.8 24.8 18.7 


Millions of dollars 
C. External sector 


Trade balance (goods and services) -162 -266 -421 -459 -95 22 
Balance on current account -226 -364 -554 -658 -371 -412 
Balance on capital account 557 391 436 749 322 547 
Variation in international reserves 110 22 -113 33 -71 

External debt 812 1112 1463 2140 2405 3015 


Source: ECLA, on the basis of official figures. 

» Preliminary figures. 
Gross domestic product plus terms-of-trade effect. 

“General real wage index of affiliates of Costa Rican Social Security Fund. 
Percentages. 

“As at July. 

Disbursed public external debt. 
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Source: ECLA, on the basis of official figures. 
aAnnual growth rate. 
bAverage annual rate for country total. 
CPercentage variation from December to December. 
dMillions of dollars. 
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During the first part of the year, economic policy wavered between the application of the 
adjustment measures required in a depressed balance-of-payments situation and other measures 
aimed at maintaining an acceptable level of productive activity and employment. The latter prevailed 
and fundamental decisions were taken in order to alleviate the financial disequilibria. During that 
period, therefore, the inflationary pressures, the fiscal deficit and the external disequilibrium all 
tended to increase. Several public enterprises continued to have serious liquidity problems and some 
even became insolvent. 

During the second half of the year, in view of the evidence that the failure to adjust the demand 
was aggravating the disequilibria, the new administration applied a series of measures aimed at 
restoring the macroeconomic equilibrium, even at the expense of a new decline in production and 
living conditions. 

In the first place, the free foreign exchange market, which had been speculating and putting 
pressure on the exchange rate, was eliminated. This put an end to the sharp variations in the 
exchange rate. In addition, the Central Bank set prices for the dollar which led to a gradual revaluation 
of the coldn. 

In the second place, several measures were taken to restore fiscal equilibrium. Thus, some 
changes were made in the tax system, subsidies were eliminated and a programme of austerity with 
respect to public expenditure was announced. In addition, the prices of fuels and of certain utilities, 
which had been one of the main sources of the public sector deficit, were readjusted. 

Finally, channels of communication with external creditors were reopened, as discussions on 
the renegotiation of the external debt were begun. Two important achievements were made in this 
regard during 1982. Firstly, negotiations on a stand-by agreement with the International Monetary 
Fund were concluded. Secondly, discussions with bilateral official creditors concerning an agreement 
on the restructuring of the external debt were practically completed. Likewise, during the second half 
of the year, considerable progress was made in negotiations on the readjustment of the public debt 
with foreign commercial banks. 

Some indicators, mentioned below, show that towards the end of the year the adverse trends 
(i.e., disequilibria in the external sector and in public finance, as well as inflationary pressures and 
economic recession) were mitigated; nevertheless, the overall results for the year clearly reflected the 
circumstances which prevailed during the first half of the year. 

In brief, in 1982 the country faced serious difficulties because of the unfavourable international 
situation and the growing financial disequilibria of the public sector. The new authorities took strong 
action to deal with this situation. The first positive results were noted during the last quarter of the 
year, as inflationary pressures were decelerated, the rate of exchange was stabilize, the public sector 
deficit (particularly that of State enterprises) was reduced and a small but growing surplus was 
achieved on the balance-of-payments trade account. This surplus, however, was due to a contraction 
of imports and not a gain in exports. Both production and employment remained depressed. 


2. Recent economic trends 


a) Total supply and demand 


All components of total supply and demand dropped significantly with respect to the already 
low figures of 1981. The total supply of goods and services fell by 8.4%: in absolute terms, it fell back 
to the level of eight years ago. This was partly due to the combined effect of a6% decline in the gross 
domestic product and a 19% decline in the volume of imports, the latter factor being the result of the 
aie the loss of domestic purchasing power and the measures taken to check imports (see 
table 2). 

With regard to demand, the greatest concern was caused by the heavy and sustained decline 
(35%) of gross fixed capital formation. After having been quite dynamic up to 1979, it dropped much 
more sharply than the other macroeconomic variables. This was more than a short-term 
phenomenon, inasmuch as it caused a weakening of future capacity for increasing production. Private 
investment fell more rapidly in 1982 (39%). This could cause a certain degree of decapitalization of 
certain activities. Thus, the investment coefficient fell from 29% in 1980 to 12% in 1982. 
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| COSTA RICA 
Pot: grim 7 at is Table 2 
| : COSTA RICA: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage 
at 1970 prices — breakdown Growth rates 
| 1980 1981  1982* 1970 1982" 1979 1980 1981 1982" 
_ Global supply 2792)> 25455 2331 1266 = 117 - - 
Gross domestic product at s Sil a sane 
market prices 2220 2118 1984 1000 1000 49 : : 
Imports of goods and P a F ne 
services. 572 427 347 26.6 be 5.0 -78 -25.3 -188 
~ Total demand 1D Die mts GAS gh els Salles IRE Big oc DIT Shiyisn 3 Owed sdyen 8:8. 84 
_ Domestic demand ps0 eo 1 B27 105.0 92.1 59 a 8) 8 
4 Gross domestic investment 643 393 246 20.5 12.4 95 6.6 -389 -37.4 
a Gross fixed investment 561 406 263 19.5 13.2°"* 15:33°% =94""=276 "=554 
a Construction 332 258 158 9.8 TIC 189 2.0 -22.3  -39.0 
5 ~ Machinery and equipment 229 148 105 Oh 5.3) 16 922.0 mi-353e =29'2 
____Changes in stocks 82 -13 -17 1.0 -0.8 
z Total consumption £718 31 59G 5. 41 O81. 84.5 Ti 2 Peete geliyor) 
Z General government 312 290 283 12.6 14.2 TL 15>. saKOn =25) 
J Private 1406 1306 1 298 719 65.5 Bee CUT. ROT F205 
Exports of goods and 
services 431 556 504 21.6 25.4 wee eh 2 ey Ae of 4 
_ Source: ECLA, on the basis of figures supplied by the Central Bank of Costa Rica. 8 
: Preliminary figures. 
These figures for exports and imports of goods and services were obtained from the balance of payments in current dollars, 
converted to constant 1970 values using unit price indexes calculated by ECLA for the purpose. 
The private sector has been losing its role in stimulating growth, at least as far as investment is 
concerned. Whereas in 1970, private fixed investment accounted for 77% of total investment, in 
. 1980, it accounted for only 64% and in 1982 it represented only 60% of the national capitalization 


effort. 

Moreover, the public sector also reduced its capital expenditures (29%) considerably 
—although to a lesser degree— because of the financial difficulties it faced and because it had 
completed certain large-scale projects. 

Stocks declined again in 1982 because of the shortage of foreign exchange for the purchase of 
imported goods, particularly in commerce and industry. Coffee inventories increased, however, 
because of the restrictions imposed by the quota system of the International Coffee Agreement and 
the difficulties encountered in placing coffee on non-traditional markets; consequently, the decline in 
stocks of other goods must have been considerable. 

Consumption also dropped, but at a rate of 1%, which is much lower than the rate of decline of 
the last two years and than that of the other variables of demand. It would appear from some 
indicators that the trend towards rural-urban migration began to change and that part of the nearly 
marginal urban population which had been engaged in unskilled construction work (construction 
being a sector which has expelled a substantial amount of labour) took up agricultural activity, 
probably giving rise to an increase in own-account production for consumption. In addition, wage 
increases were aimed at favouring the | wer income groups: although, on average, real wages 
dropped sharply, the loss of purchasing power affected the poorer strata less than the others. Despite 
this fact, however, per capita consumption dropped for the third year ina row and, according to some 
indicators, this had serious implications for the general level of well-being. This is reflected in 
statistics on children treated for severe malnutrition and studies on the evolution of social groups 
classified as being below the critical poverty level. 

Consumption expenditures of general government fell by 2.5% with respect to those of 1981, 
which had already fallen considerably because of the austerity policy imposed by the Government 
during the second half of the year. Hence there was some deterioration in the quality and quantity of 


the many social services provided in the country. 
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Exports of goods and services dropped by 9.4%, after having increased by 29% during the 
preceding year. This was partly due to the deterioration of the real exchange rate, the tax on exports 
and the largely unfavourable terms prevailing on the markets for the main export commodities. For 
example, coffee exports declined considerably; the excess world supply restricted banana exports and 
the economic depression in the other Central American countries brought about a 37% decline in 
exports to the rest of Central America. 


b)  Bebaviour of the main sectors 


Most sectors reflected the nature of the crisis. Thus, although there was some growth in the ; 
agricultural sector, the production of goods dropped by 8%. Non-basic services declined by 5%, 7| 
mainly because of the decline of the commercial sector. Basic services, however, remained at their 
1981 levels (see table 3). 

i) The agricultural sector. The agricultural sector has been very weak since the early 1970s. This 
may be attributed, among other factors, to the apparent exhaustion of the agricultural frontier, the 
decline of external prices for the main export commodities and, towards the end of 1980, the 
undervaluation of the exchange rate. Nevertheless, as it had in 1981, and despite a prolonged drought 
in the western region, agriculture grew slightly; in fact, it was the second which grew the most in 
1982. Although disaggregated data on the various subsectors are not available, it may be said that this 
growth was partly due to the increased production of most crops, inasmuch as livestock production, 
fisheries and forestry declined (see table 4). 

Agricultural activity was mainly conditioned by two factors. The first was the drought, which 
mostly affected the rice crop, but which also affected other crops. This adverse situation occurred for 
the second year in a row and could, over the short term, change the country from an exporter toa net 
importer of rice. The second was another record coffee crop, totalling almost 3 million bags, and 
representing an increase of 25% over the 1979 figure. This was achieved mainly as a result of the 


Table 3 


COSTA RICA: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage G hs 
at 1970 prices breakdown ee 
1980 1981 1982° 1970 1982° 1979 1980 1981 19827 
Gross domestic product” 1973 1882 1764 100.0 1000 49 O08 -46 -6.3 
Goods 864 839 TL, 44.9 . 434-41 — -O:1"5 22 9 eo 
yA ee 369 373 $82 PO eee OD © -O5 1.2 Zo 
inin 

Maaeiieaeine 353. 340. 314° 15. 17? 3S 
Construction 142 126 75 4.7 4.2.1 193, -a-1.1 -<141.6595240:60 
Basic services 197 200 202 6.8 114) 110:6* 996.71) 258205 
Electricity, gas and water 48 51 53 2.0 3.0 Sala od 1:8 8.3 2.0 
Transport, storage and 
communications 149 149 149 4.8 84 12.5 ee 0.6 -0.1 
Other services 910 850 805 . 48.3... 45.2). 5.4.0. 08 026.3 sane 
Commerce 300 244 201 N72 siege 41 -30 -185 -178 
Financial institutions, insurance, 
real estate and business services 278 274 277 13.6 155 6.8 one vals4 12 

Ownership of dwellings 142 144 155 8.4 B20 42 beddAdy IsReOs 
Community, social and personal 
services 332 332 327 wks. 4 bee 5.4 2.8 0.1 -1.5 

Government services 240 243 245 L220 13.8 5.9 3.6 shes 0.8 


Source: ECLA, on the basis of figures supplied by the Central Bank of Costa Rica. 
Preliminary figures. 


b Tee sah 
fe oe individual activities and the totals were calculated independently, the sum of the former does not exactly correspond to 
the latter. 


224 


apie: 2 521° ©2317 
5 6 


war be ei heme o 200s, 1GK ae LO gp GiDiry -9.4, > = 20 
, ee a Pr BP Aa ee | ; Cs Se 2 ’ LV. 
oa ae pe Sone Gee ee 0 cts oreigl kan 5 ae 

15 12 a 12 192 soe 1 .6yc 4 GBxe goer 


SOB 3603 aD 
oad?” epad Be ngpeeIAOAD.6" be 22, BMOLNS - 
OO 8 67. 106 OA RO 


oe 


vestoc 
slaughtered 
: : 111 128 118 141 (Ep -O05e =I 507, 19.0 -4.4 
Fig ie ibs) eh ; a 34.8 -3.9 OD: -2.0 
“Oultry 3) - -12.4 GAS) -3.0 
Other production : ? 
y 206 pi 308 307 301 


Milk’ ; 1.8 : : 
Eggs ; BFP 5a 50 SA 5A LA T6.0 20.0 0 


. Indicators of forestry 


_ production 

" Ww 482 671 687 550 510 - Sigh ss I) -7.3 
Indicators of fishery 

; production® Zé 14 17 15 15 17.8 -22.8 -18.8 - 


_ Source: ECLA, on the basis of official figures. 
- *Preliminary figures. 
’Growth rates are given in real, not rounded, figures. 
“Thousands of tons. = 
‘Millions of litres. 
*Millions of units. 
_ /Thousands of cubic metres. 


application of the Programme for the Improvement of Coffee Production. The substantial increase in 
~ the agricultural labour force also played a part in this record production. 
The production of bananas, the second most important crop, grew by almost 7%, despite the 
- fact that there was another relatively long strike in 1982 and that the excess world supply limited 
exports and caused considerable losses to small independent producers. The foreign concessionaire 
substituted African palm for bananas in some areas of the Pacific region; this, however, was amply 
offset by the increased production of the higher yielding Atlantic regions, which brought about an 
increase in productivity at the national level. 

The sugar industry continued to experience marketing difficulties because of increased costs 
and the downward trend of international prices. The area planted decreased and, when serious 
financial problems arose, so did refining. Other problems, such as the drought and the sugar cane rust, 


also affected production and plantations. 
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With regard to crops for domestic consumption, rice production dropped by 20%, despite the 
fact that the planted area had increased and that measures had been taken to increase yields. This 
decline was caused by the drought, which damaged 20 000 hectares in the Chorotega region. 

The cultivation of beans and sorghum, which were also affected by the drought, increased only 
at a moderate rate. The situation with regard to sorghum, which is mostly used for livestock feed, 
indirectly affected livestock production. 

After its strong growth of the previous year, the livestock sector suffered decreases in — 
productivity and production, mainly as a result of the heavy increase in the cost of inputs brought 
about by the devaluation of the colén and by the fact that prices, both for domestic consumption and 
for export, did not offset the rises in costs. “g 


ii) The manufacturing sector. Industry was one of the sectors most affected by the economic 
crisis, not only as regards production, but also as regards capital formation. This activity had been 


showing signs of weakness since 1979 and in 1982 it declined by 7.5% (see table 5). 
Several factors had an adverse effect on almost all branches of industry, affecting production — 
plans and investment projects. Among them were the contraction of domestic demand, the climateof __ 


x 


Table 5 
COSTA RICA: INDICATORS OF MANUFACTURING PRODUCTION 


ae 


1978 1979 1980 1981 1982" Growth rates’ 
1979 1980 1981 1982" 


Index of value added 


(OF — N00) 108.2911 hi 2 Oe e079 99.8 Zo 0.8 -3.7 -7.5 
Non-durable consumer 
goods 104.6 106.5 107.7 Rae see 1.8 Ul oe one 
Foods, beverages and tobacco 109.4 1127 113.7 113. i Tse" 3.0 0.9 -0.5 0.4 
Coffee processing 116.9. T15.5.- 116.2 = - -1.2 0.6 Be 
Meat 100.3 ice) 95.2 _ re -3.0 -2.2 
Sugar 98.2 99.6 97.4 2. of 1.4 -2.2 
Other foods 108.8 1142 115.9 i a 5.0 1.5 - = 
Textiles, leather and footwear 97.5 94.6 92.7 95.65 104.9% -3.0 -2.0 3.1 9.7 
Furniture and wood 85.0 92.7 1047 99.4"  —75.0° 9.0 13.0 -5.1  -245 
Printing, publishing and 
related industries £1010 = VES 1255 1s 1 Oe 4.6 9.0 -8.3 -9.6 
Others 103:0.> 107-0) unt »4,2° Tia a) 40 -154 -180 
Intermediate goods 109.2. 114.0 122.9 22 8 4.4 7.8 
Paper and paper products LO5:Gee Oe. 0 ‘ BS: 10.8 6.8 
Chemical products and rubber 112.7. 118.0 127.4 121.8° 105.1° 47 8.0 BOT 
Petroleum refining 108.0, ~~ 1074 139 es 5S -0.5 6.0 ; 
Non-metallic minerals 1014 1055 115.0 930° (‘826° 1/740 +7 9.0RP-eeee 
Metal manufactures 
and machinery 108.9 115.5 115.9 - 94.2" 64.4 6.0 0.4 -18.7  -31.6 


Other indicators of 

manufacturing production 
Employment (1968 = 100) 186.8 1904 1876 1774 171.2 lips, -1.4 5Ai Vee 
Industrial consumption of . . 
electricity (1970 = 100) 21D: egy 20 Nees ay, 2a = 37 8.5 


Source: ECLA, on the basis of figures supplied by the Mini i i 
4 y the Ministry of Economic Affairs, Industry and C i 
by the Central Bank of Costa Rica. i pads ioonaies ben mene 
"Preliminary figures. 
Growth rates are given in real, not rounded, figures. 
she aoe oe ae of data supplied by the Institute for Research in the Economic Sciences, University of Costa 
ica, January 3, in the document entitled Evolucién de la industri 7 7 
eee c a industria en Costa Rica durante 1982 y perspectivas para el 
_Does not include livestock slaughtering, coffee processing and sugar processing. 
Includes paper and paper products. 
‘January-July. 
“Variation between January-July 1981 and January-July 1982. 
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COSTA RICA 
Table 6 
COSTA RICA: EVOLUTION OF EMPLOYMENT AND UNEMPLOYMENT“ 


1979 1980 1981 1982 
No- No- No- No- 
March July vem- March July vem- March July vem- March July vem- 
ber ber ber ber 
~ Unemployment rates” 

4 Open AS te eas 0 hGTMED Di eS Thao. © 87-ga8e 950 «9:4 66 
Rural SOs AP 2d A. Ob 05.9) pa mS Toe 8 heen 87 83 44 
Urban 5.02 wp.) | 40 Se TS or 7 OH IN SOL ROBE 3S, 

Urban, Central Valley 45- iG 46 S54 67 73 "84 1078" LOA 10 Gree 8:9 
Equivalent‘ 7.0 7.6 7.6 8.8 7 Oimes 8: 8.5 8.7 OF, 118 144 
Rural 8.1 8.3 8.4 10.3 84 91 10.0 108 10.7 dpc BIE 7) 
Urban Jo GUE 0.0 Oe Ge 71.0 695 G4" "85 168 
Urban, Central Valley 52 BH See 519 SEMA G7 6.6 60 Ge fe LS a 
Participation rates“ 34.0 34.9 35.9 34.4 34.7 363 34.5 35.0 38.7 35.8 361 37.8 
Indexes* 
Labour force 124.8 129.1 134.0 129.3 131.6 138.7 132.7 1360 151.3 141.0 143.2 151.1 
Employment 126.8 132.5 140.3 133.2 133.6 141.4 132.7 133.9 149.1 137.6 140.1 152.4 
Unemployment 76.2 858 544 80.4 106.0 103.7 133.1 162.0 1784 183.3 1828 1348 


pea et aia SES 
Source: ECLA, on the basis of figures supplied by the Ministry of Labour and Social Security and by the Ministry of Economic 
Affairs, Industry and Commerce. 
Figures obtained from household surveys on employment and unemployment. 
Percentage of labour force. 
| Underemployed population expressed in terms of open unemployment. 
Labour force as a percentage of total population. 
“On the basis of data from the census carried out in May 1973. 


uncertainty which prevailed during most of the year because of the sharp fluctuations in the exchange 
rate, the uncertainty —to be expected during the first half of the year— with regard to the economic 
policy of the new administration, and the atmosphere of unrest and instability prevailing in the other 
countries of the Central American area. 

The difficulty of maintaining a regular supply of inputs, caused by the shortage of foreign 
exchange, had a particularly serious effect on the metal manufactures and machinery industry, while a 
weakening of domestic demand affected the chemicals, wood and canned food industries and the 
contraction of Central American demand affected several industries the dynamics of which 
traditionally depend on that market. 

The Government took steps to solve some of the problems of the manufacturing sector; 
although these did not have a clear-cut effect during the period in question, they did help restore a 
certain confidence in the entrepreneurial sector. The measures taken include a programme of co- 
operation between the Government and the chamber of industries which is aimed at helping the 
businesses affected by the devaluation by granting credit and technical assistance to enterprises which 
generate foreign exchange or a minimum number of jobs or which produce basic consumer goods. 

In addition, studies concerning the establishment of duty-free zones to encourage the offshore 
processing industry were completed and the relevant legislation was drafted. 

Finally, a management and planning subsystem for co-ordinating the activities of all public 
institutions was created as part of a major institutional reorganization designed to strengthen and 
streamline the sectoral planning system. 

iii) The construction sector. This was another activity which received the full impact of the 
crisis. Its 40% decline had a decisive effect on the overall economy and accounts for 43% of the 
decline of the product. The contraction of this sector had a depressive effect on employment and on 
various other activities, especially the wood and cement industries. ' ; 

Both private and public construction showed a similar rate of decline. In the case of private 
construction, it would appear that the main factors which determined its behaviour were financial 
instability and increased costs, particularly because of the high imported component of this industry. 
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The price index for basic inputs and labour in housing construction rose at an average rate of over 
89%, with the rate of growth accelerating towards the end of the year> we ISS Fe 

Public construction also dropped sharply as a result of the austerity policy under which some 
works were cancelled and others postponed, although the most important strategic projects were _ 
continued (see section 5.b). 

iv) Other sectors. As regards the other sectors, trade again underwent a sharp contraction, 
almost 18%. The lower level of demand made it necessary to rationalize consumption. The shortage 
of foreign exchange caused imports to drop and the increasing cost of meeting dollar commitments 
caused operating costs to rise. 

It is worth noting that basic services actually grew somewhat with respect to the preceding year. 
In the case of the energy sector, the efforts made to improve the utilization of water resources and 
thus substantially reduce dependency on oil are bearing fruit.4 Nevertheless, because this effort has 
been financed to a large degree with external credit, the national currency commitments of the 
Instituto Costarricense de Electricidad (ICE) increased considerably.’ 

Finally, the value added of public administration grew by less than 1%, both because of financial 
difficulties and because of the austerity programme implemented during the second half of the year. 
The financial sector grew by somewhat over 1% and community, social and personal services 
dropped by 1.5% (see table 3). 


c) Employment and unemployment 


For many years, Costa Rica maintained a high level of employment. In 1979, the average 
unemployment rate was only 4.1%. In 1980, however, the effect of the economic slowdown began to 
be felt and the unemployment rate rose to 5.3%; with the 1981 recession, it rose to 8.3%. During 
1982, the continued decline of production was reflected not so much in the deterioration of the level of 
employment as in the deterioration of the quality of employment. Although the average rate of 
unemployment only increased to 8.5% of the labour force, the productivity of employment decreased 
appreciably, as suggested by the heavy increase of so-called equivalent unemployment (see tabie 6). 

This trend was partly due to the considerable growth of employment in the agricultural sector, 
as the labour force previously employed in the construction and manufacturing industries moved 
away from the urban and semi-urban areas. At the same time, there was an increase in employment in 
low-productivity services, such as the marketing of foods, especially foodstuffs, repair shops and 
hand-made clothing. 

The employment survey for November, however, showed a considerable improvement with 
respect to the first half of 1982 and all of 1981. This phenomenon was closely linked to the fact that 
the record coffee crop absorbed a large portion of the unemployed work force. 


3. The external sector 


The severe limitations of the external sector were perhaps the main cause for the persistence of the 
recession in the Costa Rican economy. The adverse conditions of the international market for the 
major export commodities affected production, while the constant pressure with regard to the service 
of the external debt continued to contribute to financial destabilization. The lack of foreign exchange 
throughout the year gave rise, during the first light months of the year, to speculative transactions 
which pushed the exchange rate up. During the last quarter of the year, however, the shortage of 
foreign exchange was considerably attenuated and the exchange rate began to come down. 


>See: Direccién General de Estadisticas y Censos, Indicadores sociales y econémicos, October-December 1982 

‘Of the Central American countries, Costa Rica is the one in which the highest proportion (75%) of total ener 
production is generated from hydroelectric sources. rm 

*It is estimated that ICE has foreign financial commitments amounting to approximately US$ 500 million. With the 


changes in the exchange rate, th i “i: : des 
pi ee ae 8 €, these commitments now amount to US$ 15 000 million, as compared with US$ 4 300 million at 
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COSTA RICA: AVERAGE EXCHANGE RATES FOR THE COLON 
WITH RESPECT TO THE DOLLAR, 1982 


Average monthly purchasing rate 
(colones per dollar) 


Free exchange 


Interbank rate in the ; 
exchange rate national banking Lonja 
system 

January 36.05 - 
February 37.05 - rat 
March 37.49 - 44.15 
April 38.00 - 48.39 
May 38.00 - 48.06 
June 38.00 51.62 53.66 
July 38.00 55.00 62.22 
August 38.19 37.5) - 
September 40.00 53.51 - 
October 40.00 51.24 - 
November 40.00 46.93 2 
December 40.00 47.59 2 


Source: ECLA, on the basis of figures supplied by the Central Bank of Costa Rica. 


a) Trends in the exchange rate 


After having remained stable for six years, the exchange rate underwent spectacular and erratic 
variations between the second quarter of 1980 and the last quarter of 1981, and the parallel rate rose 
by 400% with respect to the original rate. In early 1982, there were three rates of exchange: the 
official rate, of 20 colones per dollar, which was used for only a few transactions; the interbank rate, 
which was applied to most transactions; and the free or parallel rate (called /omja in Costa Rica), for 
transactions not going through the banking system. In January, the interbank rate was 36 colones per 
dollar; the average /onja rate was almost 40 colones. During the course of the year, the difference 
between the two rates increased rapidly and by the end of July, it was 63% (see table 7). 

One of the most important measures taken during the second half of the year by the new 
administration was the elimination of the parallel exchange market and the centralization of the 
foreign exchange market in the banking system. After that, the so-called free exchange rate began to 
decline and by the end of December, it was around 24% lower than it had been in July.° Meantime, the 
interbank rate remained practically stable. It was hoped that it would be possible eventually to unify 
the two exchange rates. 

The mere introduction of discipline in the management of foreign exchange brought the 
exchange rate down and restored the private sector's confidence in the currency. This was a decisive 
factor in the lessening of the depressive trends of the economy during the last quarter of the year, the 
reduction of inflation and the attraction of short-term capital. It also led, between 1981 and 1982, toa 
17% reduction of the real rate of exchange for exports (see table 8). Taking export taxes into account, 
the rate of exchange actually received by exporters, in real terms, towards the end of the year had 
returned to the level of late 1980, when the devaluation of the colén began. 


b) Merchandise trade . 


i) Exports. In 1982, the value of FOB sales of goods to the exterior dropped by 15.5%. This was 
due almost exclusively to the reduction of the volume exported, which declined by somewhat over 
14%, while the average prices of exports fell by almost 2%. The physical volume of sale to the 


6The Central Bank establishes the so-called free exchange rate every day on the basis of the balance of purchases and 
sales of foreign currency on the preceding day. Maximum allowances are established for the purchase of foreign currencies for 
different transactions; the sale of foreign currency is not allowed for certain purposes. This type of exchange is applied for 
imports of goods considered to be luxuries and for travel, as well as for imports of capital. 
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exterior dropped in the case of almost all major export items. Despite the fact that production rose 
substantially, the volume of coffee exports declined by 4%, partly because of the extraordinary 
increase (30%) of the previous year —when a large portion of domestic stocks of coffee were 
exported in order to take advantage of the rise in the exchange rate— and partly because of the 
reduction of international export quotas. This reduction helped, however, to check the fall of 
international coffee prices and even contributed to the beginning of a recovery. Thus, the decrease in 
the volume exported was amply offset by the increase in the unit value. Another factor which may 
have discouraged coffee exports was the worsening of the exchange rate actually received. 

In the case of bananas, the volume exported also dropped despite the fact that the harvest had 
increased. A 7% rise in the international price, however, raised the total value of banana sales by 4%. 
This situation was due partly to an extended strike which affected the main producing company and 
partly to an excess supply on the international market, which led the marketing firm to decide not to 
buy part of the small producers’ crop. 

With regard to sugar, a 29% decrease in the volume exported went hand in hand with a 53% 
decrease in the unit price, as a result of which the value of sugar sales dropped sharply (67%). Thus, 
there was a continuation of the crisis which has existed in the sugar market for several years as a result 
of the excess world supply, with the resulting fall in prices and increase in production costs. 

The volume of fresh meat exported dropped by 27.5%, mainly because of the reduction of 
imports on the part of the major meat-purchasing countries. At-the same time, the average export 
price declined by 4%. 

All in all; the current value of the major traditional export commodities decreased by 7.6% (see 
table 9). 

The current value of non-traditional goods decreased by 23%, basically as a result of the 
decrease of approximately 37% in exports to Central America (according to figures available for the 
period January-November). Sales of non-traditional goods to third countries declined to a lesser 


Table 8 


COSTA RICA: EVOLUTION OF INDEXES OF EFFECTIVE REAL EXCHANGE 
RATE OF EXPORTS AND IMPORTS’ 


(1980 = 100) 
a 
Average Exports Imports 
1975 114.8 2 

1976 111.6 109.4 

1977 113.1 110.7 

1978 114.5 114.1 

1979 110.1 108.1 

1980 100.0 100.0 

1981 156.8 163.9 

I 143.7 150.0 

II 148.3 154.9 

il 131.4 137.9 

IV 190.8 198.3 

1982 130.1 132.6 

I 157.0 161.9 

II 137.8 140.7 

Ill 120.5 121.9 

IV 116.0 117.7 


pa a ee a a 
Source: ECLA, on the basis of information supplied by the International Monetary Fund, International Financial Statistics 
These indexes were obtained by adding the indexes of the real exchange rate for each country weighted according to the 
geographical composition of exports or imports, considering the main commercial flows of Costa Rica. The Bihar e rate 
index for a given country was obtained by dividing the exchange rate index into the Costa Rican currency and the cme 
exchange rate by the Costa Rican wholesale price index and the price indexes for that country, giving priority to the wholesale 
price index. The estimates for exports include eight countries and those for imports include eight countries representing 


74.6% and 71.7%, respectively, of Costa Rican forei d i i 

: : gn trade for the period 1975-1979. For further d 
used, see the Economic Survey for 1981, part III. on oar sa son eae Sa 
Interbank exchange rates. 
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tx ¥ Table 9 
COSTA RICA: EXPORTS OF GOODS, FOB 


a 


Millions of dollars Percentage Growth rates° 


breakdown‘ 
ae. Se ee Lees Ng a rae ge ey te —_—_—_—_—_—K—¥—K—K—_O 
1980 1981 1981" 1982 1970 1982° 1979 1980 1981 1982” 


4 Total 1001 1003 931 799 100.0 1000 90 62 0.2 -14.2 
_ Main traditional exports B71 PORE CGS SOD SS G26 Gig Ee - 

7 Coffee ZAG 240 2 P9272 2904 31.6 °° 27.6 5 05 2A 31 49 
_ Bananas - 207 "22S pet2ldsiw220¥ A289 5276 22 89 a eBStt “40 
Cocoa 4 3 2 2 O08 03 -358 -56.7 -35.7  -87 
y Meat and livestock 71 74 63 44 7.8 SAIN 35/5135 45 -30.4 
$ Sugar Aled Y eddndisiAd Ai) AL) oA Aesbods Prov lOsds! 132.63n 267-6 


, 
£ 


_ Main non-traditional 


exports ‘ 430 419 390 299 26.5 37.4 13.2 31.4 -2.5 -23.3 
zy To Central America 270 222 207 130 19.9 163 =1.6 41 -17.8 0-579 
To the rest of the world 160 197 183 169 (6S VP bel de) Sree e254 =I 
= Industrialized 74 112 es ay OVE F222 Olao128) 
' Agricultural and sea x 
product 86 85 bs es ee Re We sh2ol a OA neal 


Source: ECLA, on the basis of official figures. 
a 
_ “January-November. 
Preliminary figures. 
*Percentage breakdown and growth rates are given in real, not rounded, figures. 


extent, thanks to the efforts made for several years to open up the market of the Caribbean islands and 
to take advantage of some of the facilities provided by the United States generalized system of tariff 
preferences. The devaluation of the colén should have influenced the behaviour of these exports; 

* nevertheless, inflation, the high imported content of domestic industry and the taxes on the exchange 
rate differential (on exports) largely wiped out the stimulating effect of the changes in the exchange 
rate. 

With regard to intra-regional trade, Costa Rica has been gaining ground to the point where, 
during the last quarter of the year, it was a surplus country. This was due, among other things, to the 
decline of production in Nicaragua and El Salvador and, more recently, to the competitiveness 
achieved by Costa Rican goods as a result of the changes in the exchange rate for the colon. In any case, 
Central American trade has been weakening rapidly. On the one hand, the regional demand has 
declined along with the productive activity and the aggravation of all the countries’ financial 
problems; on the other hand, this same situation has led some countries to establish restrictive 
measures. 

ii) Imports. The CIF value of imports of goods declined by 25%, reflecting the atonicity of 
economic activity, on the one hand, and, on the other, the expenditures caused by the shortage of 
foreign exchange and the spectacular increase in the colén prices of imported goods and services, 
caused by the successive devaluations of the currency. The contraction of purchases from the exterior 
shows clearly how sharp has been the adjustment forced on a relatively equalitarian society whose 
consumption and investment patterns had had a high imported content which has now become 
incompatible with their loss of income (see table 10). 

It is worthwhile to stress the importance of the 40% decline in purchases of capital goods. The 
most seriously affected were industry and mining, which showed a decline of 49%. Imports of 
consumer goods declined by 25% and imports of intérmediate goods fell by 16%. 

With regard to the origin of imports, the sharpest reduction was noted in purchases from other 
Central American countries. Between 1980 and 1982, such transactions dropped by 50%. Imports 
from the rest of the world also dropped sharply. In contrast with the general situation, imports of 
crude oil and oil by-products rose by 33%, after two years of sharp decline. This was due, on the one 
hand, to the fact that a special purchase was made during December to replace stocks and, on the other 
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hand, to the fact that the domestic price of fuels continued to be subsidized during the first half of the 
year, because of the authorities’ reluctance to bring the price in line with the new exchange rates (see 
table 11). 

iii) The terms of trade. The terms of trade worsened for the fifth year in a row. With this new 
deterioration of 1982, the terms of trade for goods reached the lowest level since 1974; the terms of 
trade for goods and services reached the lowest level of the postwar period. This setback has been a 
crucial factor in the evolution of the economy in recent years, since it has had a great deal to do with 
the aggravation of the external disequilibrium, the rise in the exchange rate, the acceleration of 
inflation and the contraction of investments, not to mention the significant loss of income it 
represents, i.e., 7.5% of the gross domestic product during each of the last two year. 


c) Trade in real services and payments for factor services 


Trade in non-factor services showed a positive trend, both as regards income, which rose by 
6%, and payments, which rose moderately (2%). Nevertheless, the country was not able to cover its 
traditional deficit in this regard, which in 1982 amounted to US$ 29 million. It should be noted that 
for the third year in a row, tourism generated a positive and rising balance due to the fact that income 
from this activity has been growing slightly, while expenditures have declined considerably during 
the last two years (see table 12). 

The balance of payments with respect to factor services was negative, as it rose from US$ 219 
million in 1980 to US$ 300 million in 1981 and US$ 462 million in 1982. This considerable increase is 
due mainly to the high cost of the short-term external debt. Nevertheless, it should be noted that the 
balances for 1981 and 1982 include unpaid interest. 


Table 10 
COSTA RICA: IMPORTS OF GOODS, CIF 


i 


Millions of Percentage 
dollars breakdown 


1980 1981 1982 1970 1982" 1979 1980 1981 1982* 


b 
Growth rates 


Total 1524 1 208 907 100.0 100.0 19.8 Ort -2057" 249 
From Central America 220 ES2 THOM = 2057 21.1 44 3.8 -30.7  -27.6 
From the rest of the world 1304 1 056 797 78.3 87.9 23.1 10.0 -19.0 -245 
Consumer goods 388 =. 252 163 32.55 18.0 184 108 -35.1 -35.1 
Non-durables 245 165 131 22.0 14.5 152 19.1. . =32 5 eee 
Durables 143 87 32 10.5 2S 25.1 -0.9 -39.4 -63.4 


Raw materials and 


intermediate goods 791 689 579 42.7 63.8 241 189 -13.0 -16.0 
For agriculture oe “4 48 29 ).3 5.3 408 -13.0 9.1 
For industry 573 523): 401 01032:3)) m4420% 234onc2% die Ol ae 
Construction materials We: 46 29 3.9 3.2, yAl69,;...23.3, «36.2 die 
Fuels and lubricants 95 76 101 2,0. Jel TOS p21 5-20) eee 
Capital goods 325. 238 geld. 2a 8 Pde ee 

. . : : -14.8 -20.4 -39.9 
For agriculture 23 13 11 2.0 
For industry, manufacturing, os Si-alidedzune-d sea 
mining and construction 145 97 49eynlt3 5.457 9 3A Sey PAQO AR ae 
For transport 85... 661, 37.1 34a> wad ve IOS Ree noone 
Other capital goods 3 72-82. 58 43 O6AS a2 ad ee 
Miscellaneous 20 9 10 - il Bi! 8.7 

. eee eee = . le 


Source: ECLA, on the basis of official figures. 
, Preliminary figures. 
Percentage breakdown and growth rates are given in real, not rounded, figures. 
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| The trade balance and the balance on current account 


In 1982, the deficit on current account rose moderately, to US$ 412 million, which is much 
lower than the figures for 1979 and 1980 (see table 12). With regard to the product, the deficit on 
current account was 6.8% in 1982, as compared with 5.7% in 1981 and 10.2% in 1979 and 1980. 
Contrary to the situation in 1981, and, particularly, in 1979-1980, the 1982 deficit may be 
attributed almost exclusively to payments for factor services, inasmuch as the trade account showed a 
‘surplus for the first time since 1952. In 1979-1980, around 70% of the deficit on current account was 
due to the commercial imbalance. 
3 Finally, it should again be stressed that the figures for 1981 and 1982 include unpaid interest. 
Actually, there was a small surplus on current account in 1982. Thus, unpaid interest financed 40% of 
the imports of goods and services. 


4 e) The capital account and the global balance of payments 


7 The capital account showed a positive balance of US$ 547 million, an amount which is much 
_ higher than that of the previous year. However, this was entirely due to the fact that a counterpart 
~ entry was made in the books for unpaid interest on current account. The net flow was actually around 
US$ 125 million and it would appear that a high proportion of this amount was accounted for by 

income from returns on exports as capital imports (in order to take advantage of the higher exchange 
rate on the free market and to avoid taxes). Fresh external financing was practically nil, as was to be 
expected considering that the country was delinquent in meeting its external obligations. 

: At any rate, there was a surplus of US$ 135 million on the global balance of payments, 

~ compared with the US$ 50 million deficit of the previous year. 


ea Pee 


f) The external debt 

One of the financial variables which reflects the origin and magnitude of the disequilibria of the 
Costa Rican economy is the external debt. The impact of this debt, which had grown ata very fast rate, 
is now being felt and is accentuating the aforementioned disequilibria. Since 1978, the fiscal deficit 
and the balance-of-payments deficit have been increasingly linked with external financing, which has 
mostly been obtained from private sources on commercial terms as regards repayment periods and 
interest rates. Between 1977 and 1980, the total external debt rose from US$ 1 446 million to 


US$ 3 183 million (see table 13). 
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0 5 
Long- capi 300 353 a a5 402 
a cnqv G2 tayrrun 4h 45 et: — bun 48:5icAd 
Portfolio investment 4 21 se 
Other long-term capital 234. 2BF oy 3 mG ag 
Official sector“ 81 114 Fa AS, Bia iwati 
Loans received 99 241 304 112 
Amortization payments -18 -120 -79 ee eae 
Commercial banks“ ; 37 -12 -35 Ss peel lt 
Loans received 51 |: lg 63 eg oe 
Amortization payments -14 -23 -28 er’ 
Other sectors* 115 182 55 140 “ 
Loans received 236 333 357 267 
Amortization payments -121 -151 -302 -127 
Short-term capital 64 88 6 422 
Official sector 4 57 2 287 
Commercial banks 5 2 6 32 
Other sectors 55 29 -2 104 
Net errors and omissions -27 -51 80 =71 
Global balance* 111 27 -119 92 
Total variation in reserves 
(- sign indicates an increase) -110 -22 113 -43 
Monetary gold 0 0 0 0 
Special Drawing Rights -5 3 = 6 
IMF reserve position 0 -10 0 10 i) 
Foreign exchange assets -90 4 zi -43 95) 3 
Other assets -12 -14 12 -5 =Leia3 = 
Use made of IMF credit =o -4 26 =3) 46 -10 


Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official figures. 

*Preliminary figures. 

“Real services also include other official and private transactions, but do not include factor services. 

“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 
“The global balance is the sum of the balance on current account plus the balance on capital account. The difference between 
the total variation in reserves and the global balance represents the value of counterpart entries: monetization of gold, 
allocation of Special Drawing Rights and variation due to revaluation. 
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j 10.8 18.0 17.9 21.0 347 133.2" 
; 12.7 148 15.1 18.8 a a 
23.5 32.8 33.0 39.8 a a 


41.6 44.1 43.1 332 105.3 417.6 


arce: ECLA, on the basis of figures supplied by the Central Bank of Costa Rica and the Ministry for National Planning and 


; Economic Policy. 
Z “Preliminary figures based on data supplied by the External Debt Recording and Control Section of the Central Bank of Costa 


*y udes certificates of deposit in general, at three and four-year terms, not previously recorded, in the amount of US$ 351 
million, and excludes delinquent interest in the amount of US$ 422 million. 
“As at October, and including delinquent interest in the amount of US$ 69 million. 


4 As at October. 
_ “Excluding certificates of deposit in the amount of US$ 351 million, recorded in 1982. 
‘Includes delinquent amortization payments in the amount of US$ 61 million and delinquent interest payments in the amount 


of US$ 121 million. 
£Includes delinquent amortization payments in the amount of US$ 864 million and delinquent interest payments in the 


amount of US$ 422 million. 
"Includes delinquent amortization payments in the amount of US$ 61 million. 
- "Includes delinquent interest payments in the amount of US$ 121 million. 


As current transactions and the servicing of the debt exhausted the international reserves, the 
Government found it necessary, in September 1981, to suspend its payments on the public external 
debt contracted with private sources and even, during a brief two-week period, with multilateral 
public sources. This paralyzed the flow of external capital. Since then, and up to the end of 1982, both 

. amortization and interest payments on part of the balance of external debt were stopped. This 
included private obligations which had fallen due and for which the debtors had requested the 
necessary foreign currency but had not been able to obtain it because of its being unavailable in the 
banking system. During 1981, public external debt commitments amounting to US$ 61 million for 
amortization and “US$ 121 million for interest remained unpaid. In 1982, the public sector 
accumulated a total of US$ 864 million of unpaid amortization and US$ 422 million unpaid interest; 


this does not include the delinquent payments of the private sector. 
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It is estimated that at the end of 1982, the total balance of the external debt was US$ 4 135 
million. Around one-third of the total external debt consists of obligations with foreign banks; 17%, 
of overdue debts of the private sector, and around 10%, of the overdue public debt. 

In 1982, the country had to pay a total of US$ 1 445 million for interest and amortization on the 
public external debt, including US$ 180 million which had not been paid the year before. This 
represented 133% of exports of goods and non-factor services, compared with less than 35% the year 
before. 2 
Faced with this situation, the new authorities set as one of their most important short-term 
goals that of resuming talks with foreign creditors and renegotiating the external debt. ‘ 

To begin with, discussions were held with the International Monetary Fund which led to the — 
granting of a US$ 100 million stand-by loan to support efforts to stabilize the exchange policy and 
meet external financial commitments. This loan was granted during the second half of December; its 
financial impact will begin to be felt in 1983. This represented the first step towards restoring — 
confidence in the Costa Rican economy and in its capacity to meet its international obligations; such — 
confidence is fundamental to the success of the adjustment programme being followed by the — 
Government. rf 

In the second place, communications with the international financial community were 
reopened with a view to renegotiating the external debt owed to bilateral sources. By the end of the 
year, agreement had virtually been reached on a consolidation arrangement which would give the 
Government ample manoeuvring room with regard to the external disequilibrium. 

Finally, the prospects were encouraging for the discussions with private creditor banks aimed at 
renegotiating the debt and the delinquent payments (particularly as regards repayment periods) so as 
to bring the service of the debt in line with the country’s capacity to pay and with the recovery of its 
economy. 


4, Prices and wages 


a) Prices 


In 1982, the cost of living index rose at an unprecedented average rate of 90%. The food price 
index rose even more rapidly. In 1981, the average variation in the consumer price index had been 
37%. Inflation, however, rose at a much faster rate, as the variation from December to December was 
82% in 1982, compared with 65% in 1981 (see table 14). 

In 1982, the main inflationary pressures originated in the erratic variations in the exchange rate 
and the increased public utility rates, which rose sharply because in the past they had not been 
increased in accordance with the increase in costs. During the first four months of the year, the policy 
of not raising the prices of fuels and of several basic services was maintained, despite the increase in 
costs. Beginning with the second half of the year, however, the new authorities embarked on a 


Table 14 
COSTA RICA: EVOLUTION OF DOMESTIC PRICES 


er 1978 1979 1980 1981 1982 
Variation from December to December 

Consumer price index* 5.3 8.1 13.2 17.8 65 
x : : : : Bit 81.8 
Food Lscioh 8.6 ID 14.7 18.8 70.4 101.1 
Wholesale price index 7.4 9.4° 24.0 19.3 117.2 79.1 

Variation between annual averages 
Consumer price index® 4.2 6.0 9.2 18.1 

r : 37.0 0.1 
Food ph. 48 10.3 12.6 21.8 36.7 53 6 
Wholesale price index 7S 7.8° 16.1 23.7 65.3 108.3 


Source: ECLA, on the basis of official figures. 


aaa : 3 i 
, Price index for middle and low-income consumers in the San José metropolitan area. 
Corresponds to the previous wholesale price index. 
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—- Table 15 


COSTA RICA: MONTHLY EVOLUTION OF CONSUMER PRICES’ 
(Indexes 1975 = 100) 


1980 1981 1982 

otal Foodie, akaiviel isi Foods — tee'Toeal ery hood 

© January 136.9 144.5 166.1 175.1 286.9 25.4 
February 137.6 145.0 170.1 178.9 296.5 aa 
March 142.8 156.0 73.2 180.5 : 315.6 374.5 
April 143.3 156.2 178.8 188.6 328.6 394.6 

~ May 143.9 156.6 187.1 192.7 344.7 414.7 
June 147.8 160.7 192.8 200.1 367.4 449.5 
July 149.1 161.2 204.3 219.5 406.8 485.7 
August 149.3 161.3 207.7 2207 421.4 501.1 
September 1512 161.1 212.6 229.6 444.1 540.9 
October 153.0 162.7 227.8 254.1 457.6 568.9 

_ November 155.7 166.2 242.6 268.8 464.7 572.3 
~ December 158.3 169.2 261.3 288.4 474.9 580.0 


Source: ECLA, on the basis of official figures. 
Price index for middle and low-income consumers in the San José metropolitan area. 


programme of financial adjustment designed to restore balance to the economy and to lay the 
foundations for recovery. A very important part of this programme was the readjustment of demand 


and the attenuation of inflationary pressures arising from the deficits of certain public enterprises. In 


this context, several major price adjustments were made. Thus, in July, fuel prices were increased by 
92% and public transport rates, by 100%. The increases in the rates of other services, such as 
electricity, water and telephone, ranged from somewhat over 60% for the telephone company to 
somewhat under 200% for electricity. 

Despite these increases, inflation began to drop towards the end of the year. From October on, 
the general price index showed a clear downward trend and the food price index fell even more 
sharply (see table 15 and figure 2). 

The inflationary pressures were mitigated mainly as a result of the reduction of the exchange 
rate, although the appreciable reduction of the fiscal deficit and the resulting reduction of the 
monetary base were also influential in this regard. 


b) Wages and salaries 


During the first half of 1982, real average wages and salaries suffered a new and dramatic 
decline of 23.6%, after having fallen by over 11% in 1981 and by almost 37% in 1980 (see table 16). 
This meant a return to a level similar to that of the previous decade. Considering that inflation rose 
somewhat during the second half of the year, the overall drop in wages and salaries for the year was 
probably even greater. 

The drop was sharpest for employees of the central government; the average minimum wages 
of the lower level of workers declined much less (6.3%) than the average (see table 16). This was the 
result of a wage policy aimed at containing inflation and protecting the lower-income strata. In the 
case of public employees, for example, readjustments of equal absolute amounts for all categories 
were granted in January, June and October. 


5. Monetary and fiscal policy 


a) Introduction 

The greatest and most difficult disequilibria of the Costa Rican economy were those which 
appeared in the financial sphere. On the one hand, public expenditure had become an important 
stimulus of demand and had accounted for a considerable expansion of social services, which are very 
difficult to reduce. On the other hand, because fiscal income grew more slowly than outlays, the latter 
created an increasing need for domestic and external credit and this ultimately weakened government 


finances. 
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Source: ECLA, on the basis of official figures. { 
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Table 16 
COSTA RICA: EVOLUTION OF WAGES AND SALARIES 


Indexes (1975 = 100) Growth rates 


1DTS 1980 1981 1982° 1979) 1980 1981 1982° 
_ Average wages and salaries” 


_ Total (nominal) eat a aaAeN 355,77 14.4 147 we og zouiings 5? 
Public sector 47 WR ot87.9)+ h23FA- ww 1932:0° 12:8 gph, < © 26.4 39.94 
Central government LPOG .45 11763 5, /239.05 90325. 9.8 -1.3 35.6 36.14 
Autonomous institutions 170.0 198.6 241.0 364.4° 1555 16.8 21.3 51.24 
Private sector POU 252 5G AT ee OS 2h me 
_ _ Total (real)* 140.5 1365 121.2 92.6° 48 12g ERT I" 93.6" 
Public sector rape Taps lenses 86.5° 2.4 $a L718) iar 
Central government 143.1 JHOGh axhs3, 84.7° 0.6 -16.4 -11 -28.4" 
Autonomous institutions 1562 .2°134.7~- 4.4793 94.9° a DECAY gos 
Private sector igo... 1370 .. 1948 92.8° 5.0 oe EK eae hy 
Minimum wage 
~~ Nominal 
Higher level 155 1544 189.4 = 5.8 15.8 BOG ae 
oes level 176.2 2104 2610 465.1 12.0 19.4 24.0 78.2 
ea 
Higher level 106.8 104.7 OB Be =3:1 -2.0 -10.3 es 
_ Lower level 141-2 142.7 129.2 2 tet 2.6 iil -9.5 -6.3 


Source: ECLA, on the basis of figures supplied by the Costa Rican Ministry of Labour and Social Security. 
“Preliminary figures. 

Estimates based on tabulations of the Costa Rican Social Security Fund. 

“Estimate based on the increment for the period January-June 1982 with respect to the same period in 1981. 
4Variation between January-June 1982 with respect to the same period in 1981. 

*Deflacted by the consumer price index for middle and low-income consumers in the San José metropolitan area. 


During the second half of 1982, the new authorities put underway a stabilization programme 
aimed at neutralizing inflationary pressures, promoting the orderly development of the exchange 
market, resuming the service of the external debt and attenuating the negative effect of the 
adjustment on economic activity. 

Although it would have been premature to expect to see any substantial results of the new fiscal 
and monetary policies in 1982, some partial indicators show that some improvements in several 
financial and real variables could be noted towards the end of the year. 


b) Fiscal policy 

According to the information available, which covers the period from January to October, the 
finances of the central government continued to show a budgetary deficit, although it was lower than 
the deficit for the same period of the preceding year, which had in turn been lower than that of 1980. 
In relative terms, the deficit decreased from 34% to 19% of total expenditure (see table 17). This was 
possible because tax revenues had increased more than outlays for current expenditures and capital. 
Thus, the 1982 fiscal deficit was slightly under 3 000 million colones; although this represents an 
increase of 20% with respect to 1981, it is far lower than the 5 000 million colones budgeted at the 
beginning of the year. In real terms, the 1982 deficit was much lower than that of the preceding year. 

The financial disequilibrium of the central government was attenuated thanks to a series of 
measures taken on two fronts. On the one hand, certain changes were made in the tax laws and other 
temporary measures decided on in 1981 were extended; some of these dealt with income taxes, 
property taxes and sales taxes and were designed to expand the tax base and increase revenues. These 
measures, together with the increase in the value in colones of external trade, raised tax revenues by 
93%. On the other hand, a restrictive wage and hiring policy was maintained. Consequently, current 
expenditures increased at a much lower rate (50%), giving rise to a positive savings for the first time 
since 1977. 
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Capital expenditures also grew more slowly (53%) than income and inflation. Because of the 
delay in meeting financial commitments in the exterior, disbursements of loans from private sources 
and from the Central American Bank for Economic Integration (CABEI) were temporarily 


interrupted; this caused delays in the execution of certain projects. Subsequently, in keeping with its — 


aim of reducing the fiscal deficit, the Government established certain priorities for resuming work on 
some of these projects or interrupting others which had not yet been affected. 
Among the projects that were deferred or cancelled were the road works in San José 


—construction of expressways—, the San José-Guapiles-Siquirres highway, and the Boruca road 


project. After a long delay, work on construction of the southern coastal highway was resumed and © 
the Ventanas-Garita and Corobici hydroelectric projects and the Miravalles geothermal project were — 


continued. i 
With regard to the financing of the deficit of the central government, it managed to reduce the 


pressure on flotation and domestic credit. In nominal terms, domestic financing during the period 
January-October was less than half what it had been during the preceding year. Towards the end of - | 


the year, the central government was faced with certain temporary cash problems; however, instead 
of restoring to the Central Bank or the forced sale of bonds to the rest of the public sector, as had been 
the practice previously, it increased the interest rates on public debt bonds and thus managed to place 
around 1 500 million colones in the private sector during December. 


Table 17 
COSTA RICA: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 


Millions of colones Growth rates 
1979 1980 1981 19817 1982” 1979 1980 1981 1982° 


1. Current income 4344" "5258 7 455 Sl Pe 5.7 210° 4 ae 
Tax revenues 4010 4681 6933 4734 9144 5.5 16.7 48.1 Se 
Direct 993 > 1.069 1553 . xe 3.5 J. 7 AMD aa 
Indirect 12522 "206082255 = bie 0.9 55 oD 
On foreing trade 12495 SIS 52523 ta 15 14.4 ASP 1002 bk: 
Non-tax revenues 334 ara 520 397 395, asd Sets 2B -9.9 -0.5 
2. Current expenditures 5204 6747 7938 6288 9 448° 163° ° 29.7 “177 3505 
Wages and salaries 2488 2968 3483 3097 3958 15.4 193 17.4 27.8 
Purchases of non-personal 
goods and services 318 350 461 391 798 15.2 10.1 31.7 104.1 
Other current expenditures 2398 3429 3994 2800 4692 17.4 43.0 16.5 67.6 
4. Current savings (1 - 2) -860 -1489 -485 -1 157 91 
4, Capital expenditures 1915 2283 1973 1490 2286 326 19.2 -13.6 53.4 
Real investments 983 1086 1 201 822 1 282 65.8 10.5 10.6 56.0 
Debt amortization payments 355 380 420 363 319 3.8 7.0 10.5 43.0 
Other capital expenditures S77. 817 352 305 485 13.4 416 -569 59.0 
5. Total expenditures (2 + 4) 7119 9030 9911 7778 11 734 20.3 26.8 9.8 50.9 


6. Fiscal deficit 
(or surplus) (1 - 5) 2775 3772 2458 2647 2195 53.5 35.9 -34.8 -17.1 
7. Financing of deficit 
Domestic financing 2209 ~3125° ‘1571 2144 1024" 1412 413 499 ee 
Central Bank -10 3 20 ah < er Frames PR ) = 
Issue of securities S28 N20979 991 894 286 225.8 63.0 -66.7  -68.0 
Other; ~~ 391 ey 560 2 31.2 -649 308.8 es 
External financing 566 647 887 30) deli. eats 14.3 37s l pe nldoun 


Source: ECLA, on the basis of figures supplied by the Central Bank of Costa Rica. 
“January-October. 


’Preliminary figures. 
(Variation January-October 1982 with respect to the same period in 1981. 
Includes drafts and commitments, common and special funds and other accounts of the National Treasury. 
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3 380 
12 049 
11759 12725 6375 4731 12729 43.4 82 -49.9 169.1 
8927 10455 20574 19855 31115 291 171 968 567 


wing 4708 «=«4835 25.468 24607, 31111, 628 27 4264 26.4 
ms (net) 1876-2565. -39 667-39 731° -49 497° 13.0 36.7 1446.5 24.6 


: ECLA, on the basis of figures supplied by the Central Bank of Costa Rica. 
“Balances at November. 
Preliminary figures. 
Variation between the balance as at November 1982 and November 1981. 
; 4 According to official estimates, accounts in foreign currency were considered at 8.50 colones per dollar in 1979 and 1980, at 36 
_colones per dollar in 1981 and at 40 colones per dollar in 1982. 
- “Includes adjustments for variations in the rate of exchange. 


Be = 

Thus, it may be said that in 1982 the central government achieved its goal of reducing the 
‘pressure on the Central Bank to provide credit and enhance monetary expansion. 

In the case of the rest of the public sector, which is very important in Costa Rica because of its 

‘impact on the economy and its role in generating the public deficit, it was not possible to mitigate the 

_ pressures on domestic credit or to reduce transfers from the fiscal budget, despite the readjustment of 

fuel prices and utility rates and the increase in social security quotas during the second half of the year, 

_ because of the magnitude of the deterioration which had taken place during the first half of the year. 

In addition, the deficit of the Development Corporation increased greatly because of the difficulties 

faced by some of its enterprises, especially in the cement, fertilizer and metal manufactures and 


- machinery industries. 
Despite the above, it is estimated that in 1982, the global deficit of the public sector went down 


from 13% to 9% of the GDP. 


c) Monetary policy 

The monetary variables have been under heavy pressure as a result of the financial 
disequilibrium of the public sector. These pressures continued for the most part of 1982, giving rise to 
a rapid and sustained increase of the domestic factors of monetary expansion throughout the first 
eleven months of the year. This pressure came especially from the credit attracted by decentralized 
institutions and public enterprises, which grew by 95%, a much higher rate than that of previous 
years (see table 18). With some variations, net credit to the central government grew ata slower rate 
(20%) and it is estimated that in this case the annual rate was moderate because of the open-market 
transactions carried out in December. The balance, as at November, of credit to the private sector 
increased by 38% with respect to the same month in 1981. 

Although this rate of expansion was the highest of the last four years, in real terms there was a 
new contraction. Beginning with the second half of the year, this variable showed a certain recovery, 
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which might suggest a slowing of the downward trend of the economy. All in all, domestic credit 
increased 42%, compared with 14% in 1981. In real terms, credit was reduced by 26% in 1982 and i 
31% in 1981. At the same time, net international reserves increased for the first time in many years. | 
As a result of these trends, the factors of expansion more than doubled in 1982, after having declined © 
in 1981. 
At the end of November, the money supply (M,) had grown by almost 76%. In real terms, 
however, it shrank for the fourth year in a row. The nearly 8% reduction of 1982 was only slightly 
lower than that of the previous year. In contrast, M, increased by 63% in 1982, whereas in 1981 it had 
decreased by 5%. 

In 1982 the monetary authorities concentrated mainly on reorganizing the exchange situation. 
With control over foreign exchange now concentrated in the banking system under the management 
of the Central Bank, the prospects for devaluation changed and there was a surplus in exchange 
transactions on the bank market. The rates of interest on deposits rose by almost 25% and lending 
rates rose by over 28%. Although nominal rates had remained heavily negative in real terms during 
most of the year, their increase seems to have helped normalize exchange transactions and checked 
the private sector’s tendency to place capitals in the-exterior; the flow of such foreign placements 
during the previous two-year period and the first half of 1982 had been of such a magnitude that it had 
aggravated the external disequilibrium. At the same time, many producers objected to the increase, 
arguing that the resulting rise of production costs was out of proportion to the increase in the prices 
of their goods and services. In response to these arguments, the monetary authorities maintained 
some preferential lines of credit for certain priority activities, especially in agriculture, and towards 
the end of the year there was a possibility that interest rates might be reduced if inflation continued to 
slow down. At the same time, the Central Bank had to assume the financial cost of the excess reserves 
‘na order that the commercial banks would not cancel or restrict their lending operations. 
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mic activity differed in intensity between the combined material 
roductive services sector. While in the former the rate was barely 1%, in 
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ments of this sizeable increase in the production of the main export commodity was 
terbalanced by the serious deterioration in the terms of trade and by the growing burden 
esented by the servicing of the external debt contracted with the market economy countries. In 
ition, its impact on material production was partially offset by the less favourable growth of the 
other productive activities, including that of some crops affected by a very irregular weather cycle. 
_ In the external sector, there was an unprecedented increase in the total volume of exports. The 
effort made in 1981 to improve the integration of the production of sugar cane and sugar through 
mechanization and other technological innovations bore fruit in the 1981/1982 harvest, which, as 
- mentioned above, was the highest since that of 1969/1970. The dynamism of external sales was also 
_ aided by the increases noted in some traditional export products, such as tobacco (due to the high yield 
~ in 1981), citrus fruit and fish, and by the efforts to diversify both the composition of exports and their 
’ markets of destination. Moreover, efforts were made to increase the inflow of freely convertible 
currency through tourism, the provision of transport services and the execution of works in some 
Third World countries. These activities resulted in a surplus on trade in goods and a slightly smaller 
positive balance on current account, both of them in convertible currency. 
3 Together with the positive factors referred to, which in normal circumstances would have been 
able to impart considerable dynamism to the economy, there were others, also of external origin, 
_ which in large measure counterbalanced the effects of the first. 
, The most important of these factors was the spectacular drop in the price of sugar in the 
- international market. It fell to practically half what it had been the preceding year, thus reaching one 
_ of its lowest real levels in history. This circumstance was largely responsible for the deterioration in 
the terms of trade with the market economy countries and in most cases nullified the favourable result 
represented by the increased volume of sugar exported. Likewise, nearly all the sales of agricultural or 
$ mineral commodities were also affected by a drop in international prices. As a result, the terms of 
3 


trade with the market economy countries fell dramatically (-15.4%). The harm which this caused to 


_ the economy was partially attenuated by the system of relatively constant prices established in 
agreements with the countries in the socialist sphere; however, the terms of trade with the Soviet 
Union —by far Cuba’s main trading partner— also deteriorated. All these factors caused the overall 
terms of trade to deteriorate more intensely than could have been expected at the beginning of the 
year. 

The second important factor was that the capacity to import, from the market economy 
countries at least, was sharply restricted by the financial obligations to service the external debt in 
convertible currericy. This phenomenon deserves a short explanation. For a number of reasons, 
~ Cuba’s trade with the market economy countries as a whole has been weakening despite the effort 
made to diversify trade relations with these countries geographically. For example, in the period 
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Terms of mee 
Soviet Union 
Market-economy countries 
Current value of exports of 
goods 
Total 
Sugar 
Current value of imports of 
goods 
Total 
Petroleum and petroleum products 


Average annual wage 
Implementation of State budget 
Current income 
Total expenditure 
Deficit/total expenditure* 


C. External sector 
Trade balance (goods) 

Soviet Union 

Other socialist countries 

Rest of world 
Balance on current account™ 
Balance on capital account® 
Variation in international reserves” 
Disbursed external deb 


38.7 
-2.5 


Millions of pesos 


-544 

208 
-105 
-647 


-134 
168 


03 


-188 
-143 
-26 
-19 
-139 
133 
-6 

3 267 


14 
a 2L) 


3170 


————— 
Source: ECLA, on the basis of data supplied by the State Statistical Committee and the National Bank of Cuba and other 


international statistics. 
“Preliminary figures. 
See footnote * of table 4. 


(Annual average, taking migratory movements into account. 


“Percentages. 


“In freely convertible currency. Excludes much of the trade with member countries of the Council for Mutual Economic 


Assistance (CMEA). 


In freely convertible currency. With market-economy countries. Excluding debt with CMEA countries. 


*Preliminary figure up to August. 
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| Throughout this entire period, part of the equipment, repair work, raw materials and inputs 
| even food which Cuba obtains from the exterior came from the market economy area. Some of 
s supplies were financed by suppliers and credit institutions in the exporting countries, which 
de it possible for Cuba to maintain (as is usual) reasonable and very stable levels of short-term 
xte nal indebtedness with regard to both export and import trade. Two events, however —one of 

hich took place in preceding years and the other in 1982— put this financial relationship 
considerably out of balance. The first of these events was the raising of interest rates and the 
tablishment of different terms by the private international financial centres, which gradually 
sed a rise in the servicing of the external debt. The other event, which was much more significant 
in the circumstances which prevailed in 1982, was the decision of international private creditors, all at 
_ about the same time, beginning in the last months of 1981, to withdraw their short-term credit 
‘support or to diminish it considerably. This circumstance was partially responsible for the fact that, 
~ according to preliminary official estimates, Cuba ended the year with a negative balance on its capital 
account (in the convertible currency balance) of over 530 million pesos (similar to the negative 
_ balance in the short-term capital account). As a consequence, in spite of the surplus obtained on the 
_ current account the international reserves in convertible currency experienced a severe loss. This loss 
e occurred in spite of the fact that steps had already been taken at the end of 1981 to apply a strict 
z selective policy in external purchases, with priority given to the imports which made it possible to 
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_ maintain adequate levels in the satisfaction of basic needs and to procure the basic inputs needed for 
Z the development of export activities. 
In view of the critical situation in the financial relations with its creditors from the market 
economy countries, in August 1982 Cuba asked that its medium- and short-term external debt be 
_ renegotiated. The principal terms it sought in the process of negotiation, which ended around the 
_ beginning of the second quarter of 1983, were a) the postponement of the amortization payments 
_ which were due to be made in what remained of 1982 and in the period 1983-1985 for 10 years, 
including a period of grace extending up to the beginning of 1986; and b) the continuation of the 
interest payments on the whole of the external debt in convertible currency. As for short-term loans 
and deposits, it asked that a way be found to keep them at the levels at which they had stood before 
they began to diminish drastically. At the same time, according to official information, Cuba asked 
. that the payment of the debt accumulated with the Soviet Union in recent years and that contracted in 
_ the period 1982-1985! be postponed to 1986. 

In addition to these adverse factors in the external sector, there were others of considerable 
significance at domestic level. The most important of these was the irregularity of the rainfall, there 
being heavy rains and also drought. Both phenomena were seriously prejudicial to the production of 
some export crops as well as to that of some for domestic production, so that it was necessary to have 
recourse to imports in spite of the austerity policy adopted by the Government. 

In addition, the efforts begun in prior years to overcome the problem of low productivity in 
many branches of economic activity were continued. To this end, important changes were made in the 
system of economic management, decentralization was embarked upon with a view to its gradual 
extension, the organization and administration of the State enterprises were improved, so that they 
could become self-financing, and efforts were made to decrease subsidies. 

Within the framework of an austerity expenditure policy, there was continued application of 
standards designed to stimulate production, rationalize the use of resources and eliminate superfluous 
expenditure. Although some progress was made in the accomplishment of these objectives, the 
increase in productivity was very much lower than that achieved in 1981. However, in this regard, an 
outstanding performance was turned in for the second year running by the sugar sector, whose 
extraordinary productivity was due partially to the consolidation of the bonus system provided for in 
the wage reform applied since early in 1981. With regard to savings, there was a notable decrease in 
national consumption of petroleum products, especially in the sugar cane production cycle. 

Finally, in the context of the reforms introduced over the last three years with regard to 
wholesale prices (1980), wages (1981) and retail prices (which began to be applied at the end of 1981 


d with the Soviet Union, under which the payments were postponed 
of that year, amortization payments would be resumed in 25 equal 
of the trade carried out with CMEA, agreement has been reached, in 
be amortized without interest in a period of from 10 to 12 years. 


‘Jn 1972 a debt restructuring agreement was signe 
for a period of grace ending at the beginning of 1986. As 
annual installments, without interest. Finally, in the course 
general terms, on financing with a five-year period of grace, to 
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but whose economic effects became evident in 1982), efforts were made to mitigate the financial 
imbalance caused the preceding year by the second of those reforms. In 1981 the total income of the 
population had been higher than its expenditure by about 5%, with the result that money outside 
banks had increased beyond the potential of the supply of goods to absorb it. In 1982 the money 
actually in circulation was decreased as a result of the rise in retail prices, the expansion of the supply 
of goods and services and, to some extent, the development of a parallel market in which a rising 
proportion of certain products is sold at prices very much higher than those prevailing in the rationed 
distribution system. q me iv 

To cope with the worsening in the financial situation, which was already looking difficult atthe — 
end of 1981 as a result of the greater domestic and external imbalances, the authorities chose to __ 
sacrifice some of the great dynamism achieved in economic activity the preceding year and to reduce — 
the imports from the market economy countries as much as possible. At the same time efforts were 
made to be more rigorous in the implementation of the budget, partly because in 1981 there hadbeen 
more of a deficit than envisaged. In 1982 progress was made in relieving the situation, and the 
imbalance was less than expected in spite of the fact that the outlay for security and defence rose more 
than usual because of the intensification of extra-economic pressures of international origin. | 

Similarly, to alleviate the pressure on the capital account, not only was the renegotiationofthe 
external debt described above initiated but also, for the purpose of increasing the overall income of 
convertible foreign exchange in future, at the beginning of the year some standards were established 
with the objective of encouraging foreign investment in the country on certain conditions, in the form 
of “economic associations with foreign entities with market potential, production experience and 
financial resources complementary to those available on the part of Cuba”.’ 

In summary, in 1982 there was a notable decrease in the rate of growth of economic activity. 
This situation was due to a number of negative factors, of which the most important were the external 
origin, including the serious worsening of the terms of trade and the changes in the linkages with the 
creditor institutions in the market economy countries. Consequently, the authorities decided to follow 
a policy of austerity and selectivity in the use of both external and domestic resources and to some 
extent to sacrifice the dynamism of the economy. One result of these measures was the substantial 
decrease in the execution of the investment programmes. 


2. Trends in economic activity 


a) Use of the global social product 


As already noted, one of the major obstacles to the economy in 1982 was the imbalance in the 
global performance of the external variables which had been building up for some time. Thus, in the 
preceding four years the negative balances on trade in goods and services had been increasing, rising 
from approximately 1% of the global social product in 1978 and 1979 to 3% and nearly 4% in the 
following two years. In addition, some variables were also increasing their share in the global social 
product owing, in part, to the fact that imported articles were becoming more expensive. This was 
on of intermediate consumption, whose relative share rose from 43% in 1978 to 47.5% in 1981 (see 
table 2). 

The performance of the external variables mentioned above has been having an undoubted 
impact on the structure of both final consumption and net capital formation, in some cases 
preventing and in others postponing the fulfilment of some of the objectives provided for in the five- 
year plan formulated at the beginning of this decade. In view of the external bottleneck, it was 
necessary to defer some investment projects, but those considered to be of priority were maintained. 
The latter included, first, those which helped to expand the country’s export capacity, and, second, 
projects such as those in the field of energy, which are vital for the future development of the 
economy. 


? This foreign investment arrangement, which was not applied to any specific projects during 1982, basically promotes 
the establishment of mixed enterprises in the form of limited companies through the issue of bearer shares, ‘the foreign party 
being permitted to possess, as a general rule, up to 49% of those shares” (see Gaceta Oficial de la Republica de Cuba, Decree- 
Law No. 50 on economic association between Cuban and foreign entities, 15 February 1982). 
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CUBA 
ees Table 2 
CUBA: USE OF THE GLOBAL SOCIAL PRODUCT 


(Percentages) 
; 1978 1979 1980 1981° 1982” 
Global social product 100.0 100.0 100.0 100.0 100.0 
Intermediate consumption 42.8 43.9 44.9 47.5 
_ Final consumption 45.9 47.2 47.0 ADS 
~ Consumption of the population 423 43.4 43.6 38.8 38.4 
Personal consumption Si 38.1 37.8 33.8 : 
_ Consumption of organizations serving _ 
the population 4.8 1S 5.8 5.0 
Consumption of organizations meeting 
_ collective needs 3.6 3.8 3.4 | 
Net capital formation 13. es, 11.6 13.8 12.0 
Fixed capital 9.2 8.4 8.3 10.6 = 
__Stocks 4.3 2.9 35 oe 
Losses 0.1 0.1 0.1 0.2 ie 
_ Export minus imports‘ -0.9 -1.1 -2.9 -3.5 -2.2 
_ Statistical discrepancy -1.5 -14 -0.7 -0.6 


ee eee nes Se ee ee 
Source: ECLA, on the basis of figures supplied by the State Statistical Committee and the National Bank of Cuba and other 
Zs official data. 
, Preliminary figures. 
Estimated by ECLA on the basis of figures contained in the Informe ante la Asamblea Nacional acerca del cumplimiento del 
Plan de la Economia Nacional en 1982 y sobre el Proyecto de Plan para 1983, presentado por Humberto Pérez, Presidente de 
la Junta Central de Planificacién, Granma, Havana, 16 January 1983, and other official data. 
“Of material goods and productive services. 


Although no detailed official information was available on the use of the global social product in 
1982, it may be noted that in that year fixed capital formation decreased by approximately 10%. In 
addition, faced with the obvious weakness of the international sugar market, Cuba found it necessary 
to maintain high levels of stocks of that commodity. It is probable that this adverse circumstance has 
to some extent been compensated for by the decrease in the stocks of imported inputs effected because 
of the shortage of freely convertible foreign exchange. 

As regards final consumption, its coefficient with respect to the global social product had 
already declined in 1981 (from 47% to 43%). However, this did not mean a deterioration in the 
absolute levels of per capita consumption, because of the unusually large growth in economic activity 
that year. In spite of the fact that the obstacle represented by the external variables was more in 
evidence than before, it was decided to maintain the high growth rate of net capital formation, 
although that rate was lower than envisaged in the five-year plan. In 1982, a number of factors 
combined to put a stop to the dynamism of the preceding year. In addition to the external agents 
already mentioned, there were unforeseen natural phenomena, such as the heavy rains and the floods 
recorded in some parts of the country as well as an intense drought which affected some crops of vital 
importance in the diet of the population. 

Up until 1981, two important food indicators had shown an almost uninterrupted 
improvement. From 1970 to 1981, the per capita daily consumption of calories rose by nearly 13% to 
2 885 units, while that of proteins increased by close to 15%, reaching 76 grams. In 1982, however, as 
a reflection of the difficult prevailing situation, these two indicators fell by 0.2% and 2.6%, 
respectively. As may be seen from table 3, the deterioration in consumption reached quite high levels, 
particularly as regards the consumption of some products such as vegetables (-7%), milk and milk 
products (-7%), roots and tubers (-6%) and eggs (-4%). This decline was partly offset by the 
increased consumption of fish (4%), beans (6%) and also rice, whose share in the cereals category 
grew significantly. 

All in all, the total consumption of the population increased slightly (1.6%). This meant that 
the relative share of foodstuffs in that consumption fell while that of other commodities, including 
durables, rose. Attention might be attracted by the fact that the consumption of durables with a high 
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h commodities are purchased in the 


imported content appears to have increased; but nearly all suc litie ase hi 
mber countries of CMEA and do not 


socialist area under complementarity agreements with the me 
require the use of freely convertible currency. 


b) Evolution of the main sectors 


As happened in nearly all the other Latin American countries, the international crisis affected — 
the dynamism of the Cuban economy in 1982, lowering the growth rate from nearly 15% in 1981 to 
slightly under 3% in 1982. However, in spite of this notable deceleration, the level of the global social 
product at 1981 constant prices was more than one-third higher in 1981 than five years previously — 
(see table 4 and table 1). “: 

In this five-year period (except in 1981), non-material production increased more rapidly than ~ 
material production, which continued to represent nearly two-thirds of the total. In 1982, the | 
material product grew by somewhat less than 1%, so that the per capita product remained virtually __ 
stagnant, whereas the non-material product rose by more than 6%. This increase was caused by the 
expansion of communications and, above all, commercial activity, including, in addition to the 
distribution of local and imported goods, productive and related services and State intermediation of 
export products, the growth of which was very dynamic in 1982. 

As for material production, it showed very uneven quantitative results. On the one hand, 
construction expanded hardly at all in the context of the policy of austerity and selectivity mentioned 
above; on the other, nearly all the components of the agricultural sector experienced a pronounced 
deterioration..Although this trend was to some extent accounted for by the decline in external 
purchases of essential inputs (fertilizers, animal feed, etc.), the biggest difficulty was due to the floods 
and the drought, which hindered the work of preparing the land and caring for plantations and 
sowing crops and the ripening and harvesting of many products. 


Table 3 
CUBA: INDICATORS OF PER CAPITA CONSUMPTION 


a 


1970 VIS7S F979 = 980 Ta OeE! Ae Growth rates 
Sy 1980 jp AO8 Li tee 


Foodstuffs 

Calories (units/day) 2O5— tz) 622 we 2. 866. F-27885; -2,880 es 0.7 -0.2 
Proteins (grams/day) 68.4 71.4 re 74.5 78.0 76.0 ae 47  -2.6 
Meat 33.5 36.4 SS. 38.5 8.7 3.0 2 
Fish 10.6 12S 14.9 15.4 16.0 ax eh 3.4 
Milk and. milk 

products 155.8 457:9 160.5 149.5 1.3 1.6: sGiQ 
Eggs (units) 198.3 2328 235i. 225.6 17.4 U2 -4.2 
Cereals 103.8 108.9 110.1 107.2 4.9 1.1 -2.6 
Fats * 16.4 P73 LTO 17.4 I 1 -1.1 
Vegetables ; 37.6 52.3 66.7 OLS SO el ae ee 
Roots, and tubers Tal 80.4 83.7 78.8 6.2 4.1 -5.9 
Fruits, 47.6 60.7 62.2 63.0 2h 2 1.3 
Beans, 10.1 10.7 i We: L2? 29 7» 6.1 
Sugar 49.9 py By: 51.9 514 3.6 04 -1.0 
Industrial products 

Textiles (m?) 29.2 30.3 28.9 8 -4.6 

Outer clothing (units) 3.2 Se 48 - “1.7 
Underclothing (units) 6.6 6.8 6.9 3.0 15 
Footwear (pairs) 2.1 23 7 95 174 
Durable goods‘ 

Television sets Re 53 61 67 leva 10.0 
Refrigerators ~ 22 33 53 rs 13.8 6.0 
Washing machines a 24 30 34 sc ERO. ote 
Radios ce) ORS YTS BO ee 


Source: ECLA, on the basis of figures supplied by the State Statistical Committee. 
“Preliminary figures. 

Best 

-Kilograms. 

“Number owned per hundred households, in units. 
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fede <87.0'e Sa6cha We pe eat 
2 33 > = 02, i 0:2), eTey Asie 729. 
04 04 

0.9 Ts) ney 


‘in 69 
Ce lersereg £46 wie : - id 
pxinaciersy” fernvcatt Ree Se 2) ole ve 2h MGs 


Eaoeeh einer al evsaibeenits "insisOGch GAS Phage C400 ick 205.0. 1 Dect ANS. MEO ned 
ie eatin lit sGedtiant Ll wa lS whe sete 206 


17.9 2.8 
17.6 0.4 
12.0 6.3 
17-9 -1.6 

9.0 9.0 
10.1 8.5 


er productive activities E 80 109 120 
- Source: ECLA, on the basis of figures supplied by the State Statistical Committee. 
“The global social product is equivalent to the value of the gross production. According to official sources “the basic criterion for recognizing the 
_ gross production and ascribing it to a given sector, branch and sub-branch is the nature of the basic activities carried out by the enterprise, 
_ establishment or department with an independent balance in which the economic activity is carried out” (see State Statistical Committee, Bases 
_  metodoldgicas del Sistema de Balances de la Economia Nacional, Havana, November 1981, p. 9.) Consequently, the information contained in 
this table does not relate solely to sectors and branches of origin; the classification adopted records not only the main production of the 
a “entrepreneurial units but also the secondary production carried out in those units, whether or not it corresponds, by origin, to the same branch 
of activity. If a system of classification based strictly on sectors of origin were adopted (in accordance with the criterion adopted by United 
_ Nations in the ISIC), the conclusions at sectoral and branch level would be different. Thus, the data on the agricultural sector include secondary 
~ production of industry and construction not computed in these sectors. Nevertheless, these differences are cancelled out in the total material 


product. 


3 The percentage breakdown and the growth rates correspond to real, rather than rounded-off, figures. 


Preliminary figures. 
ee 4At 1965 prices. 


Finally, the industrial product grew by 3% after having grown very markedly the preceding 
__ year. The most dynamic sector, once again, was the generation of electricity, which expanded by over 
8%, thereby marking an increase of 70% over the past four years (see table 4). On the other hand, 
_ many branches of manufacturing were affected by the decline in the stocks of imported inputs. 
o i) The agricultural sector. As already noted, the result of the global activity of the agricultural 
sector contrasted with that obtained the preceding year. Whereas in 1981 it had shown great 
_ dynamism, primarily due to the impact of the increase in basic export crops, in 1982 it declined by 4% 
because many of the items decreased abruptly, affecting global levels of production and consumption 
of some basic foodstuffs. 
a The most severely affected was the product of sugar-cane agriculture, which fell by over 9%, 
after having risen more than 15% in 1981 as a consequence of the big outlays made to maintain and 
_ refurbish the plantations and to combat the disease which had been undermining the crop for some 
_ time. This meant that the increase in the production effort was greater in 1981 than normally and the 


decline in 1982 was all the more marked, as also in the tobacco sector, which was hard hit by one of the 


storms which ravaged the main tobacco-growing area, with the result that production was barely 


above that of the mid-1970s. 
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As for the production of citrus fruit, it again showed a considerable increase thanks to the effort _ 
made to expand its cultivation with a view to increasing exports. 

A rise was also recorded in the production of coffee (a commodity where the policy of 
replanting and caring for the plantations is beginning to produce benefits), cocoa, which is still of 
comparatively little importance, and henequen, which had declined during the preceding biennium. 

On the other hand, livestock raising suffered an overall decline of 2%, with very uneven results — 
in its components. Thus, there was a decline in the slaughtering of cattle and in the number of 
chickens killed, which was very marked in the latter case. Indeed, egg production, which rose by more 


than 8%, was the only leading commodity which has expanded uninterruptedly over the past four 


years, under the stimulus of a sustained policy to promote this activity. In spite of the fact that similar 
efforts have been made in connection with the production of milk and poultry meat for years past, the 
results have been quite patchy (see table 5). 

The effect of the drop in the slaughtering of cattle and poultry on consumption was partly 
compensated for by the increase in the slaughtering of swine and in the fish catch. However, 
according to official estimates, the increase in the slaughter of swine recorded in 1982 was obtained at 
the cost of reducing stocks. — 

Finally, as regards agricultural policy, apart from those aspects of a general nature relating to 
the application of standards of economic management and financial reorganization, the 
intensification of the formation of agriculture co-operatives for small producers is most noteworthy.’ 

ii) The fishery sector. In the 1980s great impetus was given to fishery activity. From the 
beginning the aim of this policy was two-fold: to help to raise the level of satisfaction of one of the 
basic needs of the population (food), which meant changing its consumption habits away from its 
preference for “red meat”, and to increase foreign exchange earnings, especially through the sale of 
shrimps. 

The efforts made to expand the fishing fleet and fishery activity achieved their best results in 
1978, when the catch was double that of 1970. However, subsequently the limitations imposed by the 
provisions that maritime sovereignty extended up to a distance of 200 miles from a country’s coast 
made themselves felt. 

Following the slackening off of the sector in subsequent years, in 1982, thanks to 
intergovernmental agreements and the reorganization of the activity, a 19% increase in the total 
gross catch was achieved.‘ In addition, the capacity to produce fishing vessels (of medium and shallow 
draught) continued to be enlarged with a view not only to import substitution but to exporting in the 
future. 

iii) Mining and metallurgy. According to official data, the product of this sector, after rising at 
an average rate of over 9% in the preceding two years, increased by only 0.6% in 1982 (see table 4). 
However, in the course of the year the still relatively limited programme to expand the production of 
the ferrous metallurgy branch was intensified.’ 

Nickel (the leading export product, whose rapid growth was the basic cause of the expansion of 
the mining sector in the 1980-1981 biennium) was given preferential treatment when the order of 
priority of the investment projects was set. Because of the great importance which is attached to the 
development of activities with export potential, further progress was made in the implementation of 
projects designed to enlarge the capacity to produce this mineral, which are scheduled for completion 
in the middle of the present decade.® 

iv) Manufacturing. In 1982, the volume of sugar produced was 8.2 million tons —the second 
highest in the history of Cuba and close to 11% higher than that of the preceding year. This increase 
was due, in turn, toa generalized improvement in the yield of the sugar sector (see table 6). The effort 
made to rationalize the organization of both the harvesting and the industrial processing of sugar, the 


Up until 1976 only 28 co-operatives had been established; in the three-year period 1977-1979, 697 were created; in the 
biennium 1980-1981, 403 were formed, and finally, in 1982, 288 were established. The 1 416 co-operatives integrated by the 
end of that year had 55 000 members and covered 600 000 hectares, an area equivalent to close to 40% of the land owned by 
small producers. 

4 According to sources of the State Statistical Committee, the total catch evolved as follows: 1970, 106.4 tons; 1975 
143.5 tons; 1978, 213.1 tons; 1980, 186.0 tons and 1982, 195.0 tons. 

‘Covering, inter alia, the production of steel bars and some cast-iron parts. 

6These projects include the enlargement of the plant at Nicaro and the completion of that at Punta Gorda. 
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Se 
3 
6 
32 
1 
_ He 215 
Cultivated pasture 
3 fodder 36 
Livestock 
Stocks 
Milk cows® 309 
Swine 280 
Poultry* 13 
_ Animals slaughtered’ 
Cattle 
Swine 16 
Poultry 
Other Production 
Z Milk’ 380 
4 Eggs” 1 361 
_ Honey’ 5 


“Preliminary figures. 


b 
The growth rates correspond to real, rather than rounded-off, figures. 
Thousands of tons, except for henequen, which is expressed in millions of units. 


4Thousands of head. 

€Millions of units, final stocks. 
/Thousands of tons. 

®Tons. 

* Millions of units. 
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43 
57 


591 
1 646 
6 


889 
2 050 
7 


43 


410 
840 
24 


304 
68 
103 


926 
2 066 
9 


Source: ECLA, on the basis of figures supplied by the State Statistical Committee. 
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saving on inputs (which in the case of fuel was very, reat), the achievement of greater mechanization, 
the employment of modern techniques and the use of less labour were notable features which helped 
to secure this increase in productivity. esi 

The global indicators of manufacturing production clearly show the great dynamism of the 
activity of the sector in the past decade, culminating in 1981 with an increase close to 18%, which is 
practically unprecedented in the period since the revolution. That result was due primarily to the fact — 
that a number of investment projects reached maturity, with the entry into operation of some plants, 
the consolidation of big efforts to rationalize and centralize administration and at the same time to 
effect regional decentralization, and the application of incentives to production through the systems 
of awards provided for in the general wage reform. This latter policy bore fruit in 1981, and the 
productivity per worker showed a similarly unprecedented increase. : 

This promising picture changed in 1982 with the emergence of a number of problems which, 
although they had been forming and growing for some time, took on greater dimensions inthatyear. 
When things became more difficult, the authorities decided to introduce some changes in the | 
implementation of the economic policy, such as the establishment of an order of priority for the — 
application of the various measures, with the aim of using the available convertible currency as 
rationally as possible. The intensification of this basic orientation of the economic policy made it 
necessary to decide to sacrifice to some extent the growth of some activities closely related to 
manufacturing, since many of them were heavily dependent on inputs imported from countries in 
which purchases can be made only with convertible currency. The immediate effect of this policy was 
a generalized deceleration of the growth rate of manufacturing activity and even a decrease in 
absolute terms of the production of some branches (see table 7). 

Two factors for which the shortage of foreign currency was responsible affected the growth rate 
of manufacturing in 1982. The first was the difficulty of replenishing the stocks of raw materials, 
which had visibly decreased in 1981 owing to the great dynamism shown by production. In many 
branches activity also had to be reduced because of some delay in the supply of raw materials from the 
exterior, especially from the market-economy countries. The second factor, which is very closely 
related to the first one, was the abnormal supply of the repairs and spare parts needed to maintain the 
production equipment from those countries. Industry was therefore the victim of a problem which, 
although it had been present since the beginning of the economic blockade in the 1960s, had been 
partially surmounted in recent years thanks to the timely support received from various governments 
and suppliers. 


Table 6 
CUBA: BASIC INDICATORS OF THE SUGAR INDUSTRY 


Production (thousands Sugar cane milled per 


a Industrial Days 
oe yield : day, (tons) 

ugar cane Raw sugar base 962 Nominal Nominal 

milled (base 96°) (percentage) harvest Actual harvest Actual 
1960 47 492 5 943 Wasa) 103 88 466 28 
1965 50 687 6 156 12.15 130 105 388 49 nS aa 
1970 79 678 8 538 10.71 217 143 367 442 557 818 
1975 50-770 6 314 12.44 123 99 413 747 313524 
1976 31 999 6 156 11.84 130 99 399 088 526 922 
1977 56 149 6 485 11.55 141 104 3957 74 542 951 
1978 67 043 7 551 10.96 168 119 400 087 563 198 
1979 73 050 7992 10.94 182 128 402 320 571 424 
1980 61 600 6 665 10.82 149 109 412 663 S65 775 
1981, 66 408 7359 11.08 136 114 489 100 580 300 
1982 73 500 8 210 ja 152 124 484 600 594 100 


eee 
Source: 1960-1970: Central Planning Board, Statistical Bureau, Boletin Estadisti ] 
: ; istadistico, 1970; 1975-1981: A sti 
: Cuba, 1981, and 1982: data provided by the State Statistical Committee. oo 
Harvest year. 
*Preliminary figures. 
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; Metal products [oye SOS F502 SOD led ee 
_ Other manufactures‘ 107.9 116.4 1429 1448 -3.9 7.8 23.7 13 


~ Consumption of electricity by industry’ ... 3003 3590 3641 a. i Aen 2 Sn § 


_ First quarter ; ne 698 849 932 a wel: «5 9.8 
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_ Third quarter ri 74S 902 888 3 ar P2LVOr 1-6 
_ Fourth quarter Ff 770 930 849 ts set siG4s eB 


Source: ECLA, on the basis of figures supplied by the State Statistical Committee. 


?.*s."- * \avek 


“Preliminary figures. 


- °The growth rates were calculated on the basis of real, rather than rounded-off, figures. 


“Excluding basic metals. 
“Including, inter alia, the leather, glass and pottery, paper and pulp and forestry and timber processing industries. 


*GWh. 


In addition, only a few investment projects entered production in 1982, in sharp contrast with 
the situation in 1981 when the manufacturing sector operated at close to full capacity. In these 
circumstances, and because less of the installed capacity was used, the sector's overall growth was not 
very significant. However, this result was also related to the external imbalance, since the 
paralysation of some investment projects or the deceleration in the rate at which others progressed 
was, in the last analysis, due to the limitation on external financial resources already noted. 

Altogether, manufacturing production grew at a rate of not quite 3% in 1982, compared with 
18% the preceding year. To judge by the growth of the consumption of electricity by industry, which, 
after expanding rapidly in the first half of the year, contracted violently in the second half, the growth 
rate of manufacturing production probably also followed a downward trend over the year (see 
table 7). 

The loss of dynamism was due to a big decline in the intermediate goods industry (-8%), which 
in turn reflected the sharp drop (-17%) in the output of the chemicals industry. The two other major 
categories (non-durable consumer goods and durable and capital goods) grew by close to 6% after 
showing extraordinary growth in 1981. To a large extent this result is explained by the 
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anization of the agricultural sector, the development of 


implementation of a policy aimed at the mech lop: , 
: of transport equipment as well as the manufacture of © 


construction, and an increase in the assembly 


fishing boats in the country.’ = 
‘An increase was also shown, inter alia, by the assembly of parts and components imported from 


the CMEA area and by the production of certain mass-consumption equipment. On the whole, 
however, this branch decreased considerably, since the deceleration of the growth rate of the 
production of those activities which depended on raw materials imported from the market economy 
countries nullified the positive impact of the other activities. : . 

The big contraction in the intermediate goods industry was partially attributable to the 
deterioration in the chemicals branch mentioned above and to that in the manufacture of construction 
materials. The latter deterioration was largely due to the drop in the production of grey cement (-4%) 
and concrete reinforcing rods (-16%). 

On the other hand, the increase of 6% in the production of non-durable consumer goods was 
partly due to the fact that the economic policy continued to put priority on activities closely linked to 
the satisfaction of basic needs, such as the production of foodstuffs, and to the production of export 
commodities such as tobacco and alcoholic beverages, the former (excluding sugar) growing by 4% 
and the latter by 14%. 

In the food industry, a large share of the increase was achieved thanks to the rises obtained in 
categories such as the processing of rice (11%), tinned meat (62%), wheat flour (6%) and butter 
(4%). Conversely, the production of liquid milk was seriously affected by the decrease in the 
importation of powdered milk from the market economy countries, which could not be totally 
compensated for by the increase in that coming from the socialist sphere, so that it was 3% lower 
than in 1981. 

In spite of its importance, ready-made clothing felt the effects of the shortage of imported 
inputs, which caused its production to decline by 3%. In addition, the lack of leather from the exterior 
was responsible for a 5% decline in the manufacture of footwear, which was to some extent offset by 
the increase of 194% in the manufacture of artificial leather shoes, whose main input came from the 
socialist area. The same limitation caused a decline in the production of other branches, such as that of 
printed matter (-22%). 

v) Construction. Construction stagnated in 1982 following the great dynamism observed the 
preceding year. If secondary production is taken into account, it grew by 0.4%, but analysis of the 
variation in the main activity alone shows a decline of 0.7% (see tables 4 and 8). 

The stagnation of the sector had a number of causes, including the big deceleration in the rate of 
investment, the drop in the availability of convertible currency, and a number of internal difficulties 
which particularly affected some of the branches producing materials. 

Total investments fell by 10% with respect to those of 1981 as a result of the strict programme 
in which priority was given to works whose execution was guaranteed, for technical, administrative 
or financial reasons. Preference was also given to some industrial investments, maritime works and 
the completion of dwellings, and the supply of maintenance materials was in general facilitated. A 
strictly selective criterion was also applied in the initiation of new works. 

In spite of the drop in investment, 1982 marked the completion of some industrial works, 
including a plant manufacturing lubricants in Santiago de Cuba, an animal feed factory in Cienfuegos, 
a citrus fruit combine in Jaguey Grande (Matanzas), and a mineral water bottling plant in Pinar del 
Rio. In addition, works such as Unit No. 8 of the Mariel Thermoelectric Power Station and a citrus 
fruit canning factory in Santiago de Cuba entered into their final phase. Similarly, and in spite of the 
difficulties referred to, impetus continued to be given to the construction of infrastructure for the 
social sectors. Among the works completed by enterprises of the Ministry of Construction were 22 
educational centres, 2 hospitals, 9 intensive care units, 8 polyclinics and 2 homes for the physically 
handicapped, while in addition a surgical hospital began to function in Havana. 

Finally, the increase in building maintenance was reflected in a big rise in the sale to the 
population of building materials such as cement, wood, textured steel bars, sanitary appliances and 
electric cable. This liberalization resulted partly from the fact that, as a consequence of the application 


’The production of fishing boats rose by one-third; that of railway cars more than doubled; the assembly of buses 
increased by 12%, and the production of lifting gear grew by 29%. 
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of the wage reform of 1981, there was a considerable rise in the surplus money outside banks,® which 
made it possible to make better repairs and to extend private dwellings, basically through the 
expenditure of personal effort. 

vi) Electrical energy. The generation of electrical energy was the branch in the industrial area 
which grew the most, although the measures taken to rationalize the use of this type of energy 
relieved the pressure on its generation, which grew at a lower rate than had been observed in the last 
few years (see tables 4 and 9). This fact made it possible to decrease the growth rate of the 
consumption of oil, an imported input with a large share in foreign trade. 

During the year the new substations of the high voltage power lines (110 to 220 kV) at 
Cienfuegos, Jatibénico and Jaguey Grande, and the Violeta, Uruguay and Antonio Guiteras power 
stations went into operation. Thus it was possible to extend the network to the sugar cane areas and at 
the same time to facilitate irrigation in the citrus orchards. 


¢ 


8 According to official sources, this surplus amounted to 140 million pesos that year, equivalent to 5.5% of the total 


income of the population and to 5.8% of its expenditure. 
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3, The external sector 
In 1980, and even more so in 1981, the imbalance in the performance of the external sector variables 
of the Cuban economy intensified. Certain longstanding sources of rigidity, such as the negative 
effects of the economic blockade imposed on the country two decades ago (which were accentuated in 
1982) and the great dependence of export earnings on sugar, re-emerged. In addition, a large number 
of new obstacles arose, some of the most important of which were the deterioration in the terms of 
trade with the market economy countries, the increasing rigidity in obtaining financing from those 
countries, and finally, the increase in extra-economic tensions, which began to be especially severe 
from early 1981 onwards. ee 

The external sector was thus confronted by a number of difficulties, although there were some 
positive factors, such as the upward trend in the volume of exports (chiefly due to the physical 
expansion of sugar sales) and the improvement of the mechanisms for integration with the member 
countries of CMEA. In addition, thanks to the notable economic growth, in 1981 the levels of 
consumption of the population and of capital formation were maintained and even increased. At that 
time, the external financial imbalance had not greatly diminished the economic growth rate. 

In 1982 not only were these adverse effects intensified, but they were also made worse by the 
much more rigid behaviour of the financial centres in the market economy countries. Between 
October 1981 and mid-1982, the country was forced to honour financial commitments occasioning a 
net outflow of capital of nearly 500 million Cuban pesos, because of the decrease in the short-term 
financial support which had traditionally been granted to the country by those financial centres. This 
change in the pattern of financial relations over a relatively short lapse of time came on the heels of 
the negative effects produced in past years by the generalized rise in interest rates in international 
financial markets and the changes in other conditions connected with the granting of loans. 

In addition, there was a further fall in 1982 in the price of sugar, which had begun to drop 
sharply in the world market at the beginning of 1981. This occurrence had a particularly grave effect 
on the foreign trade results. There was a reduction in the income which had been expected from 
exports, and this, together with the increase in debt servicing and the negative balance on the capital 
account, had a share in the dramatic decline in the level of the international reserves in convertible 


Table 9 
CUBA: ELECTRICITY INDICATORS 


i 


1970 1975 1980 1981 1982" 1979 1980 1981  1982* 
Gross generation 4 888 6 583 9895 10574 11016 10.9 5.2 6.9 4.2 
Ministry of the 
Electricity Industry 3 609 5 413 8 679 9 204 e 12.7 7A 6.0 
Ministry of the 
Sugar Industry 881 756 954 982 = 0.3 -0.4 3.0 
Enterprises producing 
nickel 237 239 170 266 =| Fbroe=90.8 57.0 
Other producers 160 175 92 121 sf -18 -20.4 ald z 
Consumption’ 4 048° 5 404 7 330 7-763 8 045 14.7 10.8 5.9 3.6 
Industrial 1829, 2 477 3 003 3, 590 3 640 17.4 Daf 19.6 1.4 
Agricultural ay 204 312 238 217 4.0 30.0 -23.7 -8.9 
Commercial 1 1007 1 277 1 851 1 827 1 886 15.6 14.0 -1.3 3.2 
Residential 1 019" 1 343 2 087 2 009 fag Ss: jae" Ts, -3.] oh, 
Other 63 103 7} 99 107 Isl 6.6 28.6 Tb 


Source: ECLA, on the basis of figures from the State Statistical Committee. 
, Ehe growth rates are based on real, rather than rounded-off figures. 
Preliminary figures. 
‘ Excluding the consumption of the Ministry of the Sugar Industry, the nickel producing enterprises, and that corresponding to 
- other producers”. : : ! 
Corresponds to the year 1971. 
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ational Sugar Agreement prices. 
currency. In these circumstances, at the beginning of the second half of 1982 the authorities decided to 
renegotiate the external debt in convertible currency. At the same time, they decided to continue 
strictly honouring their short-term undertakings and paying the interest on the medium and long- 
term debt, while, on the other hand, suspending amortization payments on the latter debt. 
a) Trade in goods 
i) Exports. External sales of sugar, the main export commodity, were influenced by two 
_ phenomena with opposite effects. On the one hand, the volume exported rose considerably as a 
~ consequence of the good harvest of the 1981/1982 growing season and the use of some of the stocks 
which had been accumulated in previous years. However, from the end of 1981 and in much of 1982 
_ the prices of this commodity experienced a very severe deterioration on the world market. In actual 
~ fact, the average quotation fell by half, dropping from 16.88 US cents a pound in 1981 to 8.38 cents in 
~ 1982.9 In contrast, the price paid by the Soviet Union, which is regulated every five years in order to 
avoid substantial changes in the terms of trade, was 305% higher than that which prevailed in the 
world market in 1982, after having exceeded it by 115% in 1981 and by 50% in 1980 (see table 10). 
4 This growing gap was, however, exclusively due to the abrupt decline in the quotation in the market 
economy countries. Expressed in US cents per pound, the price declined from 42.6 cents in 1980 to 
36.3 cents in 1981 and to 33.6 cents in 1982. Thus, in spite of the favourable quotation obtained in 
trade with the socialist countries (primarily with the Soviet Union), the deterioration in the export 


Z 
prices of sugar was, in any case, considerable in 1982. 
: 


s) 


The marketing of sugar was also affected by other factors which were somewhat removed from 
- the economic situation and were a consequence of tendencies observed over several periods in the 
z past which in actual fact kept the physical expansion of the sales from being even greater in 1982. 
Thus, as already noted, the countries of the European Economic Community, which were once overall 
net importers of this commodity, became net exporters some years ago, thanks to the great advance 
_ made in some of them by the production of beet sugar. For the same reason, other developed 
A 


flect the trend followed by the price actually received by Cuba in sales to the 


- 
9 Although this indicator does not exactly re 
greements with different figures are in effect), it still comes fairly close to 


market economy countries (because in some cases a 


reality, since these agreements usually deviate very little from this indicator. 
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countries, such as Japan, have gradually diminished their imports. In these circumstances, all - 
efforts made by Cuba to diversify by exporting to other countries and areas in the developing worl 

have in recent years come up against the problem of the gradual increase in the total supply of sugar in 
the world, which has pretty much paralleled the rise in Cuba’s production. nega 

Thus, there was a tendency for the main impediment for the Cuban economy —the scarcity of 
freely convertible currency— to grow more severe, since most of this currency 1s obtained from trade 
with the market economy countries, which are precisely those countries where sales of Cuban sugar © 
are declining in current value terms’? (see table 11). 

Even though no official detailed data are available concerning the trend in overall exports of 
goods in 1982, it is estimated that their current value grew by somewhat more than 17%, with that of 
exports to the socialist countries rising by more than 31% and those destined for the market economy 
countries going down by 26%. Thus, while the value of the former increased by over 40% during the 
past biennium, that of the latter fell by 30% during the same period (see table 12). : 

Because of lack of information, it was not possible to analyse the structure of exports in 1982. 
However, up to 1981, sales of products of the sugar industry continued to represent nearly 80% of the — 
total value of exports, and the traditional exports category as a whole represented nearly 95 % of this 
value. The only traditional exports to increase their share over what it had been in 1970 were citrus — 
fruits, fishery products, and the category of “other traditional products”. As for the value of non- 
traditional exports (which were virtually non-existent in 1970), it amounted in 1981 to somewhat | 
less than 68 million pesos, a figure equivalent to only 1.6% of the total amount of external sales of 
goods (see table 12). 

ii) Imports. Because of the difficulties referred to with regard to the behaviour of the capital 
account of the balance of payments, imports from the capitalist countries had already been cut down 
to the strict minimum before the end of 1981, and this curtailment was one of the central objectives of 
the 1982 annual plan. The steady worsening of the financial situation in that year made it necessary to 
intensify this policy even further, especially inthe final months of the year after the Government had 
proposed a programme for refinancing the convertible currency debt owed to creditors in the market 
economy countries. 

In this connection, the Government officially announced its decision to limit imports from 
those countries so that “payments in convertible currency are kept down to the absolute minimum 
and are used to guaranteeing”, firstly, “production for export, tourism, and other activities which 
generate income in convertible currency and the programmes aimed at increasing and diversifying 
such production”, and, secondly, also for guaranteeing the “basic consumption of the population and 
medical care”.!! 
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Table 11 


CUBA: VALUE AND VOLUME OF SUGAR EXPORTS 
BY COUNTRIES OF DESTINATION 


(Percentage breakdown) 


1978 1979 1980 1981 1982° 
Value 100.0 100.0 100.0 100.0 100.0 
Soviet Union 79.7 76.1 61.7 65.0 72.0 
Rest of socialist 
countries p72 14.0 12.8 i Fie 18 
Rest of world 8.6 9.9 25.5 17.8 me 
Volume 100.0 100.0 100.0 100.0 100.0 
Soviet Union 54.4 52.9 44.0 45.4 46.0 
Rest of socialist ; 
countries 17.3 18.8 20.6 22.8 
Rest of world 28.3 28.3 35.4 31.8 — 


Source: ECLA, on the basis of figures from the State Statistical Committee of Cuba (except for fi lati 
“Preliminary figures estimated by ECLA. Rieti: 


10 Thi ; : : : . 
This drop is, however, due more to the decline in prices than to any decrease in volume. 
‘See National Bank of Cuba, Informe Econdémico, August 1982. 
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+ : Table 12 
CUBA: EXPORTS OF GOODS FOB BY 
MAIN COUNTRY AREAS 
a Millions of Percentage 
4 Cuban pesos at ee Growth rates 
| a 1979 1980 1981 1970 1979 1981 1979 1980 1981 1982° 
“Total 3 499 3967 4210 100.0 100.0 1000 1.7 134 61 17.3 
_ Socialist area 2 Bo4ee 25 sO eae) esa S2Ae 756. 9) 5 Abe 14 2 eile: 
_ Market economy area G1> 1 isl -1 029" " 260 “176. 244 117A 92.0" _-12.9"—--261 
: Traditional exports 3466 3827 3979 999 99.1 94.5 "10:4 4.0 vi 
- Socialist area 2'861 2.677" ° 2-996 we S81B O75 7R2 i GA STL 
~ Market economy area 606 1150 983 ek 173028233 . 89.8 -145 
_ Sugar industry 5008 POM id SAD te pF Uke) BIB %., 19.2 03-00 10i5 0.5 
__ Socialist area 26/9" 2452 2 625 fm) Ge “62.4 “2-018 228.5 en 
___Market economy area 324 865 £710 st 934 169 Wild2” 1670" V9 
_ Mining 162 93" 319!) 16.7 4.6 7.6o- 2-0 L E19Seea55 
Socialist area 106 198: — .262 = 3.0 6.2 5.5 ORE BoD 
_- Market economy area 56 55 57 = 1.6 1.4 = 28 3.6 
Nickel 132 Pe 12 1G.) 4.4 14. 22719. 5e5 69.6 
_ Tobacco industry 60 36 56 5.2 Ney 1.3 -13.0 -40.0 55.5 
Socialist area 10 Z 2 = 0.3 - -26.4  -80.0 - 
Market economy area 50 34 54 = 1.4 1.3 -9.6 -32.0 588 
_ Fishery products ay 90 98 1.8 2.8 Die eA: alee eZ, 8.9 
Socialist area - - . 2“ - . - - - 
Market economy area 97 90 98 2 2.8 ee Ale eae 8.8 
Agricultural commodities 66 v2 113 0.7 Les, IT pares} sh aes) 
Socialist area 48 49 80 a 1.4 Lo XY Zi O51 
Market economy area 18 23 53 a 0.5 0.8 ieee A Seca, ic 55 
Citrus fruits 34 41 78 0.2 1.0 LS 152-20 6S 902 
Coffee 22 22 28 0.5 0.6 0.7 -5.6 Sig acer Whe) 
Other products 78 118 57 0.4 Dee 1:4Se 270m ee a7 
Socialist area 17 36 Bi 5. 0.5 0.6 Be AIT oe) 
. Market economy area 61 82 30 es ily 0.7 . 344 -63.4 
Alcoholic beverages 19 25 16 0.2 0.5 04 39.9 316-360 
_ Naphta 54 72 16 “a 1.5 0.4 -146 33.3 -77.8 
Non-traditional 
exports 31 43 68 0.1 0.9 1.6 Se S81 a OL 
Socialist area 21 13 7 sis 0.6 0.5, ie span Me, 
Market economy area 10 31 47 & 0.3 tl 51.6 
Iron and steel and machinery 
industry 1 6 20 - - 0.5 Se 500107°233:3 
Light industry and leather 
industry 2 3 Y - - 0.2 Be 0.091335 
Chemical industry 8 5 13 0.1 0.2 0.3 ae ie, CGI 
Construction materials 4 13 15 - 0.1 0.4 og 220 
Re-exports 2 96 ~=163 - - 3.9 -88.8 .. 69.8 


Source: ECLA, on the basis of figures from the State Statistical Committee and UNCTAD. 
“Preliminary figures estimated by ECLA. 


As a consequence of this restriction and of the policy of austerity and selectivity in external 
purchases, the pattern shown by these purchases by area of origin was very different, although the 
global value of external purchases of goods rose by somewhat more than 7%. Thus, those originating 
in the socialist area (which are basically governed by agreements signed at the beginning of this 
decade and covering the first five years in it) rose by close to 18%, whereas those originating in the 
market economy countries decreased by 36%, after having declined by 2% in 1981. Thus, purchases 
in the latter countries, which in 1970 had represented 30% of the total value of imports, 
corresponded to only 22% in 1980, 19% in 1981 and approximately 11% in 1982 (see table 13). 

For lack of official information, it was also impossible to analyse the growth of imports by main 
commodity groups. However, reference may be made to the trend shown in recent years —which has 
undoubtedly intensified recently— whereby the relative share of foodstuffs and beverages in the total 
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value of imports, which in 1970 amounted to 26%, went down to 17% in 1980 and 1981; three- 
quarters of these purchases were from the socialist area. That contraction was of course largely due to 
the import substitution policy, but the latter was responsible for improving the level of the main 
indicators of the average diet of the population up to 1981. Although no information is available on 
external purchases of foodstuffs in 1982, it may be assumed —bearing in mind that one of the 
priorities stressed when external purchases were restricted was that of guaranteeing the population's 
essential consumption— that the deterioration in the production of some items in the crop-raising 
sector may have made it necessary to increase external purchases of those articles. 

Another important change shown in the structure of imports appears in the item of fuels and 
lubricants, minerals and related products, in which petroleum is the most important article. In 1970 
this category represented only 11% of the total, but this share increased gradually until it doubled by 
1981, in spite of the favourable prices which Cuba obtained by comparison with the quotations | 
prevailing on the international markets. Consequently, during the year intense efforts were made to 
save on fuel in the various phases of the production processes and particularly in the harvesting and 
processing of sugar cane.” 
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Table 13 | 
CUBA: IMPORTS OF GOODS CIF BY MAIN GOUNTRY AREAS | 


Millions of Percentage G h 
Cuban pesos breakdown ee 
1979 1980 1981 1970 1979 1981 1979 1980 1981 1982" 
Total 3 687 4545 5158 100.0 100.0 100.0 -0.3 23.3 13.5 I 
Socialist area 3053 3540-4175 699 828 80.9 I2 ve LOD yer Ad epee tne 
Market economy area 634 -1 005. 983.< 30.1... 17-2 (319.1 -126 35855) 2 eee 
Foodstuffs and beverages 6274, 77S , 873, 23.95 17.0 e169 3 eee ai 
Socialist area 539 539 ~=674 ee 4 Oe Soe eras = an 250 
Market economy area 88 9 236" “199 ie 2.4 3.8 -15.2 -1682-G219-7 
Raw materials, excluding 
fuels _ 15675 OAS 6.0 42 4.2 1326 eae 
Socialist area 13) 1412 yz = 3 34 -1.1 Oy 2D 
Market economy area 25 56 4l Ss 0.7 0.8 12.1 1240 -268 
Fuels and lubricants, minerals 
and related products 760 4 930 1 154e—: 11.26) 20:6 5e22-4 15.8) 2245 24a 
Socialist area 751 908 1 145 ie 2A 2 157s ee el 
Market economy area 9 jag 9 *: 0.2 0.2 23.3 1444 -59.6 
Chemical products 233.5 3025 347 alt 6.5 6.5 5.4 269 116 
ee area 143. 183 209 x a, 4.0.fy6.2, 28.05 142 
arket economy area 05, = 1d 128 ze : 
Manufactures, classified oP pe UM 18 
primarily by material 363 4° G2) ofoGey Fe ep lo 5 oat 46 114 161 
Socialist area 420° asa aa GOTT Ge 10S oe ake 
Market economy area 134 132-85 3.6 3.6 S232 Oe 6.9 


Machinery and equipment and 
their parts, components 


and accessories 1259) 1°598) 723" 9365 342 35:4 eee 7.8 
Socialis area 991° 1226 1322 - co) -26Q— 25 1G ee 
arket economy area 268 372 401 a - 
rien Wes 7.8 2.0 4388 7.8 
manufactures 83 116 125 0.1 23 2 mel 
Socialist area 69 90 104 S005 gy Bata ig SH a i he 
Market economy area 14 26 Aa = 0.4 04 -21.3 85.7 -19.2 


Source: ECLA, on the basis of figures from the State Statistical Committee and UNCTAD 
Preliminary figures estimated by ECLA. 


“In the 1981/1982 growing season a saving of 100 000 tons of petroleum was realized, and in 1982 the total 
consumption of petroleum and petroleum products decreased by 3.7% with respect to the preceding year. See Informe ante la 
Asamblea Nacional acerca del cumplimiento del Plan de la Economia Nacional en 1982, op. cit. 
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| CUBA 
best er Table 14 


CUBA: STRUCTURE OF IMPORTS BY PRINCIPAL 
COUNTRIES OF ORIGIN 

1977 1978 1979 1980 1981 1982 

Soviet Union 100.0 100.0 100.0 100. 
Machinery in general* 27.4 30.8 30.1 24 per py 
Energy products 23.2 25.4 27.6 27.0 31.1 35.0 
Raw materials 15.6 15.1 13a, 13.9 meen oO 127 
e Foodstuffs F 16.4 11.3 12.9 15 18.9 9.9 
a Durable consumer goods 43 4.4 3.9 3.1 2.6 22 
3 Other non-specified goods | 13.0 11.8 8.1 5.4 12.3 
_ OECD 100.0 100.0 100.0 : 
_ Federal Republic of Germany 6.6 8.4 10.8 ni at ee 
Canada 15.4 22.0 22.8 23.8 274 25.6 
_ Spain 13.5 11.5 20.7 12.5 12.8 13.3 
_ France 5.0 Dall 4.6 LI 11.4 39) 
~ Japan 32.1 24.4 141 15.9 19.4 140 
Others’ 27.4 28.6 27.0 22.9 pay: 3.4.6 


Source: ECLA, on the basis of figures from the Foreign Trade Yearbook of the Soviet Union (various issues), and Statistics of 
Foreign Trade, OECD. 
Includes machinery, equipment and means of transport. 
Includes coal, petroleum and related products. 


- “Includes metals, chemical products, textile fibres, paper and wood. 


“Includes electro-domestic appliances and cultural articles. 
*January-August. 
Includes the other OECD countries, except Yugoslavia. 


In 1981, imports of chemical products (fertilizers, detergents, and various types of oils) from 
the market economies accounted for close to 40% of total external purchases of this type of 
merchandise. Manufactures (classified primarily by material) purchased in those economies 
represented 25% of the total imports of such goods, with the corresponding shares being somewhat 
lower in the categories relating to foodstuffs and beverages and machinery and equipment and their 
parts, components and accessories. However, in 1981 this latter group of commodities represented 
41% of the total purchases of merchandise in the market economy countries. 

Thus, although the process of integration with the member countries of CMEA has for some 
time been subject to improvement and consolidation, the supply of some categories from the market 
economy area continued to be of importance for the Cuban economy. 

Finally, as regards the structure of imports by countries of origin, within the market economy 
area the share of the members of the Organization for Economic Co-operation and Development has 
been decreasing. Among these. countries, the most important supplier in recent years has been 
Canada, in replacement of Japan, which assumed the second position, followed by Spain (see 
table 14). 

iii) The terms of trade. In spite of the fact that in 1982 Cuba managed to achieve the greatest 
overall volume of exports in its history, its economy suffered perhaps the most critical repercussions 
ever from its external financial situation. One of the primary causes of this deterioration has been the 
unaccustomed drop in the international prices of sugar. The low level of the price of nickel as well as 
that of coffee and other commodities such as tobacco has also had unfavourable effects. The impact of 
this global phenomenon has been lessened, however, by the agreements signed with most of the 
socialist countries, some of which have kept the terms of trade from changing substantially in recent 
years. 
In 1982, the terms of trade with the market economy countries worsened by 15%. As for the 
et Union, it fell by 8% with respect to 1981, when it had risen to 
(see table 15). However, because of the Soviet Union’s enormous 
ffect on the global terms of trade in 1982 


corresponding index with the Sovi 
the highest level in Cuba’s history 
importance in Cuba's total trade, this decline had a greater € 
than did the drop in the terms of trade with the market economy countries. 
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iv) The balance of trade in goods. After reaching a figure of close to 190 million pesos in 1979, . 
the trade deficit rose to nearly 580 million pesos in 1980 and to almost 950 million in 1981. This : 
pattern of behaviour was rather similar to that followed by trade with the Soviet Union (which 
generated negative balances of 143 million pesos, 576 million pesos and 809 million pesos in the same 
years). The deficit with the other socialist countries was also significant in the years 1980 and 1981 
(see table 16); on the other hand, the deficit with the market economy countries amounted to barely 
19 million pesos in 1979, and in the following two years surpluses of 174 million pesos and 46 million 
pesos, respectively, were achieved. However, these results were due in part to the fact that there are 
bilateral agreements with socialist countries which provide for triangular transactions allowing Cuba 
to receive some goods from the market economy countries whose origin is not recorded in the Cuban 
foreign trade statistics.’ 

Up until the beginning of this decade, the trade deficit was financed basically in the following 
way: in trade with the socialist area, it had been agreed with the Soviet Union in 1972 that the 
payment of the balances accumulated up to that year would be deferred for 14 years, ie., until 1986, 
without bearing interest. With respect to subsequent debit balances, multilateral (through CMEA) and 
bilateral agreements were entered into, on similarly concessional terms. In some cases triangular and 
compensatory agreements were also included (arrangements to which reference has already been 
made), whereby Cuba can receive some supplies from market economy countries without having to 
pay in freely convertible currencies but instead in transferable roubles. As for the negative balances 


Table 15 
CUBA: MAIN FOREIGN TRADE INDICATORS* 
(Indexes 1970 = 100) 


1977 1978 1979 1980 1981 1982” 

Exports of goods 
Value 

Soviet Union 390.5 471.8 448.0 425.9 464.1 623.3 

Market economy countries 174.0 es 2256 432.6 359.6 278.4 
Volume 

Soviet Union 105.1 103.8 100.2 ie 84.4 115.0 

Market economy countries 84.8 98.0 9955 106.2 114.5 120.0 
Unit values 

Soviet Union 371.7 454.6 446.9 563.9 550.0 542.0 

Market economy countries 205.2 1959 226.7 407.2 314.0 232.0 
Imports of goods 
Value 

Soviet Union 268.9 336.9 363.7 409.4 466.4 543.6 

Market economy countries 284.8 184.0 159.6 253.6 249.0 159.4 
Volume 

Soviet Union 145.9 172.0 ou 188.6 222.1 241.2 

Market economy countries 188.9 110.2 LOFT, 112.0 118.5 86.9 
Unit values — 

Soviet Union 184.3 195.9 202.4 21 210.0 225.4 

Market economy countries 150.8 166.9 200.2 226.4 210.1 183.4 
Terms of trade, goods 

Soviet Union 201.7 232.1 220.8 PADS hi) 261.9 240.5 

Market economy countries 136.1 117.4 11322 179.9 149.5 126.5 


Source: ECLA estimates on the basis of figures from the Anuario Estadistico de Cuba, (several issues) the State Statistical 
: Committee of Cuba, and the Monthly Bulletin of Statistics and other international statistics. 
, Does not include trade with the socialist countries other than the Soviet Union. 

Preliminary figures estimated by ECLA. 


“This partly explains the differences in the foreign trade balance based on official Cuban statistics and the balance 
based on OECD data. 
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CUBA 
as Table 16 
CUBA: EXPORTS, IMPORTS AND TRADE BALANCE 
(Millions of Cuban pesos) 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982* 


: Total exports 1050 861 771 1153 2237 2952 2692 2918 3440 3499 3967 4210 4940 
_ Soviet Union 529 304 224 477 811 1662 1638 2066 2496 2370 2253 2414 3 297 

~ Rest of socialist 
countries 248. 261 197 268 472: .341,. 452).6377) 1.490— Sida 534. 176/e22883 
_ Rest of world 273 296 350 408 954 949 602 475 524 615 1180 1029 760 
Total imports 1311 1387 1190 1 463 2226 3113 3180 3 462 3574 3 687 4545 5158 5 537 
Soviet Union 691 731 714 811 1025 1250 1490 1858 2 328 2513 2829 3223 3756 

Rest of socialist 
countries D2Guee2ao =| 2008. 224- 1528 407" 3746 "482 5521 5407 1l 992. tl 
Rest of world 394 417 276 428 £873 1456 1316 1122 725 634 1006 983 628 
a Overall balance -261 -526 -419 -310 11 -161 -488 -544 -134 -188 -578 -948 -597 
Soviet Union -162 -427 -490 -334 -214 412 148 208 168 -143 -576 -809 -459 

Rest of socialist 
countries 22 22 3 44 144 -66 78 -105 -101 -26 -177 -185 -270 
Rest of world =121.. -121 74 -20 81 -507 -714 -647 -201 -19 174 AG, W132 


ee eee a ee Eee 

Source: ECLA, on the basis of data from the State Statistical Committee, the National Bank of Cuba, UNCTAD and other 
sources including Comercio Exterior (USSR). 

“Preliminary figures. 


with the market economy countries, in many cases intergovernmental bilateral agreements were 
entered into —both with developed and with other developing countries— on various terms and 
normally with the support of the financial institutions of the countries with which the agreements 
were signed. 

However, as already noted, the rules governing financial support were rapidly changing in 1981 
and especially in 1982. Thus, by force of circumstances and in view of the decline in its reserves of 
convertible currencies, in the latter year Cuba was forced to restrict its imports from the market 
economy countries, which helped to slow down its rate of economic growth. Consequently, even as 
early as the end of 1981, when the 1982 annual plan was formulated, modest goals were set and the 
groundwork of an extremely severe external supply policy was laid. Asa result of this highly selective 
policy, which was also influenced by the disadvantageous behaviour of the terms of trade, the 
country’s total trade deficit decreased from 950 million pesos in 1981 to a little under 600 million 
pesos in 1982, and it was possible to remain in surplus (132 million pesos) with the market economy 
countries (see table 16). 


b) The balance of payments in freely convertible currency 


In order to understand Cuba’s difficult situation with regard to freely convertible currencies in 
1982, it is necessary to examine the trend followed by both the current and the capital account of a 
balance of payments limited to transactions in this type of currency, translated into pesos (see 
table 17). This balance of payments covers all trade and financial relations with the market economy 
countries (with the exception of trade on a compensatory basis) and only includes those transactions 
with the socialist area which correspond to business conducted in convertible currency. In order to 
have a more accurate notion of the share of the trade with the market economy countries in this 
balance, it must be borne in mind that exports to that area represented 90% of those included in the 
balance in 1979; 84% in 1980 and 76% in 1981." Thus, as the problem with freely convertible 
currencies became more severe, the socialist area began to have a bigger share in this kind of 


transaction. 


\4The export figures contained in table 17 may be compared with those in table 12. A similar comparison cannot be 
made for imports, not only because in one case the figures are expressed in values FOB and in the other in values CIF, but also 
because the amount of barter transactions is relatively large in some years. 


263 


Although the merchandise balance has been positive since 1979, and even achieved a surplus of 
nearly 625 million pesos in 1982, the services balance had a deficit throughout the entire period. This 
imbalance occurred in spite of the fact that, under a policy which has been in effect for a number of 
years, the Cuban merchant fleet has been strengthened and has thus increased income from transport 
and insurance (which was non-existent in 1978 but amounted to over 100 million pesos in the past 
two years). Similarly, for a number of years tourism has been intensely promoted, basically by 


expanding the country’s hotel capacity. Between 1978 and 1982 the income from this sector rose from _ 


8 million pesos to over 50 million pesos. Other earnings have also been received in freely convertible 
currencies, notably those derived from the provision of services, including earnings from 
construction in some Third World countries. er 
The most significant categories in expenditure on services, which was nearly equivalent to the 
surplus on the merchandise balance in 1982, included freight and insurance, and, above all, the 


interest on the external debt paid in freely convertible currency, which amounted to 220 million pesos 


and 345 million pesos, respectively. 

Consequently, the surplus on current account was very much lower than that on the 
merchandise balance. In addition, in 1981 the balance on the capital account in this kind of currency 
began to be negative, and in 1982 this deficit exceeded 530 million pesos. The balance of long-term 


Table 17 
CUBA: BALANCE OF PAYMENTS IN FREELY CONVERTIBLE CURRENCY* 


(Millions of Cuban pesos) 


1978 1979 1980 1981 1982” 
Balance on current account : -523 -139 -45 51 265 
Merchandise balance -136 99 367 285 624 
Exports FOB 595 680 1 248 1 406 1 358 
Imports FOB -731 -581 -881 -1 121 -734 
Services balance -393 -237 -414 -233 “B33 
Income 148 227 237 344 263 
Transport and insurance - a2 95 126 113 
Tourism 8 6 30 38 51 
Interest received - 17 34 28 2i 
Other 140 132 78 152 78 
Expenditure -541 -464 -651 -577 -618 
Transport and insurance -101 -122 -173 -181 -220 
Interest paid -143 -176 -263 -338 -345 
Other -297 -166 -215 -58 -53 
Other net transfers 6 -1 2 - -4 
Balance on capital account 484 133 60 -52 -531 
Long-term capital 387 86 -16 -116 -15 
Loans received 606 187 80 26 80 
Amortizations payments -219 -101 -96 -142 -96 
Official sector i 6 iz - 2 
Private banks +2 179 18 -92 -36 
Other sectors pen -99 -42 -24 19 
Short-term capital 98 47 76 64 -515 
Loans received 165 173 134 203 80 
Amortizations payments -67 =126 -58 -139 595 
Official sector << - - 69 49 
Commercial banks i 68 -20 47 447 
Other sectors PS -21 96 -53 : 20 
Total variation in reserves 
(- sign indicates an increase) 39 6 -14 1 266 


eee 
Source: ECLA, on the basis of data contained in Cuba: Recent Economic D 
' . evelopment dF 
UNCTAD/MFD/TA/21, November 1982. pments an uture Prospects, 


a 1 ll * . : . . 
Inclu es a commercial and fina la y' ut only some of the movements with 
Nc. | movements with market economy: countries b 
socialist countries 


b aut jz p . 
Preliminary figures estimated in November on the basis of the restructuring of the debt on the terms requested 
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Piana sei c 


en ed 
* 


‘ (36 

x ee , 114 224 

eer Pcrr ; 403 417 619 

on pa eT 263 338 

zation payments on long-term debts 101 96 142 

ation Siler short-term debts — SEDGE 58 139 
sursed debt/global social products 19.3 18.3 14.0 ) 
debt service/exports of good ee ag 
s . 45.3 28.7 Bs z 
‘otal debt service/disbursements = 365.8 263 507 3 
al debt service/global social product 24 2.4 2.8 45 


urce: ECLA, on the basis of data from the State Statistical Committee, the National Bank of Cuba and UNCTAD. 
ncludes commitments in freely convertible currency falling due one year or more after the date of issue. 


Preliminary figures (August). 
©Estimated on the basis of the difference between the total disbursed debt, plus total amortization payments made during the 


_ year. 
: “Relates to service payments included in the balance of payments (see table 17). 
_ *Owing to lack of broken-down information, exports of goods and services include factor services, except for interest 


payments on the debt. = 


capital movements was negative for the third year running, especially in respect of the private banks. 

_ Furthermore, whereas it had been possible up to 1981 to maintain a significant degree of short-term 

net financing, in 1982 there was a net outflow equivalent to over 500 million pesos, most of which 
~ also corresponded to the private banking system (see table 17). 

; In short, owing to the abrupt change in the pattern of financial relations with institutions of the 

_ market economy countries, preliminary official estimates show that in 1982 the international 


reserves in convertible currency decreased by the equivalent of 266 million pesos. 


_¢) External indebtedness in convertible currency 


The disbursed debt in convertible currency, which for three years stayed at the equivalent of 
about 3.2 billion pesos, fell by approximately 400 million pesos in 1982. This result was obtained 
largely through the reduction of the debt with financial institutions, especially with regard to short- 
term deposits. As for the service of the external debt, it rose by over 400 million pesos in spite of the 

fact that in August, when the level of reserves reached its most critical point and steps were begun to 
renegotiate the external debt, the authorities decided that only the interest on the debt would be 
~ covered and that payments of principal on medium- and long-term credit would be suspended (see 
table 18). 

S tn figures obtained when the external debt in its various aspects and categories is compared 
with exports of goods and services point up the worsening of the financial situation in convertible 
currency, in particular when it is noted that the total servicing in 1982 was the equivalent of 65% of 
the value of the exports and more than five times as high as disbursements. In addition, the total debt 
of the country is actually considerably larger than that indicated in table 18 if consideration 1s given to 
the debts accumulated with the socialist area, with which, as has already been pointed out, an 


agreement renegotiated on highly concessional terms is now in force. 


TANG Tae 
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4. The labour force, wages and prices 


One of the basic principles of Cuban economic policy is that all workers should have a remunerated 
occupation, thus seeking to ensure that there is no open unemployment in the country. oe 
when an economic activity loses dynamism or stagnates from one year to the next, as happened in the . 
construction sector in 1982, the labour force must necessarily be redeployed without any of its 

members ceasing to earn wages, which can result in a certain modification in its structure, with some 


workers moving from the productive to the non-productive sphere. This, in turn, is in line with the 


objective of intensifying some of the activities in the latter sphere so that the level of satisfaction of 


some of the basic needs of the population can be constantly raised. 
Table 19 
CUBA: TRENDS IN AVERAGE LABOUR FORCE AND AVERAGE WAGES‘ 


Percentage 
1979 1980 1981 1982” breakdown 
1971 1980 1982° 1980 1981 1982” 


Growth rates 


Average number of workers (thousands) 


Total 2768 2734 2824 2882 100.0 100.0 100.0 -1.2 3:3 » 208 
Productive sphere 2014 1968 2008 2037 734 72.0 70.7 -2.2 20 Le 
Agriculture 620 624 619 616 29.0 22.8 21.4 07 -09 -05 
Forestry 18 20 21 wail — 0.7 0:79 13:6 40 -1.0 
Industry 554 546 576 GOO © 12152 = 420.08" 20. Samer 525 4.1 
Construction 319 273 266 261 64 10.0 9.0 -14:4%c=-26% G2 
Transport 169 Tie 181 180 >) 6.3 6.2 1:3) 2 Se 
Communications pp) 22 23 24 1.0 0.8 0.8 1.4 41 ED: 
Commerce 304 302 311 324 So eae 2s eee) 2:30 es 
Other activities 9 10 11 13 0.2 0.3 04° 10:50 17 Oe 
Non-productive sphere 755-166. 817) 845: 9 26.65 28.0 x»-293) ood: on 6sTapaes 
Community and personal 
services 93 93 91 86 abs 3.4 3.0 0.2 -2.5 -5.6 
Science and technology 1) 19 20 21 = 0.7 0.7 L,Geser 6:8 ere? 
Education, culture and art 3,43 360 380 392 zs 13:2 13.6 49 5.6 3.2 
Public health and social 
welfare, sports and tourism 121 127 138 153 ise 4.6 5.3: 049...,.9.1) ee 
Finance and insurance 10 11 12 13 ae 0.4 05. 12.5. 10:2 eanies 
Administration 150 141 152 152 a Se Pie cee 7S = 03 
Other activities 1S 15 23 27 Be 0.5 0:9% <-23.20'"60. 16.7 
Average wages (p<sos) 
Total 1 721 14 20385 2 a3 2 PS 7/ 3.8 
Productive sphere 1712 176) 2055 2 120 29. 16.7 ae 
Agriculture F418 1520" "5925 999 TQ” "265" = "40 
Forestry 1.672. 1° 706 1.914) 199i 2.05 122 4.0 
Industry 1862 1883 2 892209 Lh Ad 3 
Construction 1923 1969 2242 2 240 24 13.9.5 -Om 
Transport 2 139° 25169" "2 4032479 14 108 322 
Communications 17 OSA 75 2E OG O 2702 -04 119 31 
Commerce 1 567.4 1-612-412-8169) 14895 28 on12s) 44 
Other activities Zl 2h eA ewan) -0.7 49 6.6 
Non-productive sphere 1744 1809 1985 2095 3.70% oD 
Community and personal 
services 1604 1637 1813 1 864 Zl gels 2.8 
Science and technology 2 125° "2 47 2251 2 402 1.1 48 67 
Education, culture and art 1708 “1 784" 91-9607 2102 44 99 72 
Public health and social ( 
welfare, sports and tourism Le 7elal WA, Feel OSA eee Pl 4:9 > 100. 434 
Finance and insurance 2052% 2.009 2117 222i £4) 5.4 45 
Administration 1870 1952 2123 2243 44 88 5.7 
Other activities 1758 1781 2059 2059 £3" 45,60 


Source: ECLA, on the basis of figures from the State Statistical Committee. 
Includes only civilian employment in the State sector 
Preliminary figures. 
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____ The foregoing is illustrated by the trend followed by both the average size and the composition 
: f the country’s civilian labour force over the past four years. The number has stayed at about 29% of 
he total population (see table 19). As for the composition, even in 1981 —a year in which the 
conom , showed great dynamism— there was a decline in the ratio of workers in the productive 
sphere to those in the non-productive sphere. In the latter sphere, the sectors of education, culture 
and art, public health, social welfare, sports and tourism, and finance and insurance showed greater 
_ than average dynamism. In the productive sphere, partly as a result of the deceleration of activity in 
1982 and also as a result of the effort to improve the level of organization, increase the productivity 
_ per worker, introduce modern techniques and intensify mechanization, some goods-producing 
sectors (agriculture and construction) became “expellers of labour”. In other words, the number of 
~ their workers diminished, and they were redeployed in industry, in non-material productive activities 
_ or in the non-productive sphere. 
4 As regards average nominal wages, these rose by a considerable amount in 1981: by 15% at the 
_ global level, 17% in the productive sphere and 10% in the non-productive sphere. In the agricultural 
3 sector, for its part, wages rose by 27%, compared to 12% and 14% in the other material production 
e sectors, showing greater dynamism than in virtually all the other sectors of activity. This 
‘ improvement was a consequence of the wage reform which came into effect at the beginning of 1981 
and had a triple objective: to raise basic wages, to stimulate individual production, and to reward 
workers’ “collectives” for greater productivity. This policy was applied more intensively to activities 
related to the production of export goods (such as the harvesting and processing of sugar cane), and to 
those producing basic foodstuffs for the population. 
- The stimulus given to production continued in 1982 and, as a result of this policy, the average 
_ wages paid in the agricultural sector increased more rapidly than in the productive sphere as a whole. 
In addition, in 1980 the wholesale price reform had begun to be applied. However, unlike what 
happens in nearly all the other economies of the region, the official policy ensured that the increases 
were not passed on to retail prices, which are set in accordance with the system for distributing 
consumer goods. Later on, at the beginning of 1981, the wage reform began to be applied, and mid- 
December marked the initiation of the retail price reform, which of course had its main effects in 
1982. Provision had been made for this sequence of reforms at the beginning of the decade, at the time 
of the drawing up of the economic policy lines for the five-year plan, whose central objectives include 
* those of maintaining the standard of living of the population, retaining the necessary internal balance 
between the population’s income and expenditure, and developing a parallel market with 
differentiated prices, with a view to gradually eliminating the system of regulated distribution. 

As already noted, the wage reform introduced in 1981 considerably increased the amount of 
money outside banks. The raising of the retail prices of rationed goods (the majority of which had 
remained the same since the beginning of the revolutionary process) made it possible to absorb some 
of the money in circulation in 1982.” 

Because of the reform, the prices of the products in the rationed distribution system increased, 
but those of the merchandise in the free distribution system did not change. Thus, since one and the 
same commodity increased in price in the former system but not in the latter, the existing difference 
between the two prices of a given commodity narrowed. According to official reports, it is estimated 
that retail prices on the whole rose by 10% in 1982 —1e., considerably faster than wages— and that 
the price increase was in general higher in the case of each of the rationed items. 


5. The State budget 


From 1979 to 1981 the State budget showed a steadily increasing deficit, which in the latter year 
amounted to 7% of total expenditure. The major difference between the actual and the planned 
performance in 1981 was observed in the expenditure on the productive sphere (5 700 million pesos, 


15 This process was not affected by the elimination in 1982 of the interest rate paid on deposits in the banking system, 


since because of the very low level (3%) of this rate, such deposits were not attractive. ; 
16 By way of example, in the rationed distribution system the following increases were recorded in 1982 in the prices 


which had been in for¢e for close to two decades, up to December 1981: prime beef, 27%; second grade beef, 36%; poultry 
meat, 8%; pasteurized milk, 25%; condensed milk, 50%; rice, 20%; fresh and frozen fish, 18%; fruits, vegetables and cold cuts, 


40%, and detergents, 100%. 
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i illi imari oduction effort made in all 
mpared with 4 700 million pesos), primarily as a result of the notable pr ffort 
Gy cn activities. Some impact was also had by the application of the wholesale price reform, since 


when production costs rose, the enterprises required higher subsidies. 
Other elements, in addition to these imbalances, led the authorities to formulate a much more 


cautious budget in 1982. In the first place, it was decided to intensify the policy of self-financing of 
enterprises, in an attempt to decrease the amount of the subsidies. Secondly, in view of the obstacle | 
constituted by relations with the market economy area, provision was made for a considerable : 

reduction in the growth rate of economic activity and consequently of total State expenditure. Since { 
this in turn would cause a drop in income, the 1982 budget envisaged a deficit which, although it was 
lower than that observed in 1981, decreased the expenditure by approximately 4% in relative terms 


(see table 20). 


Table 20 
CUBA: BUDGET OF STATE INCOME AND EXPENDITURE 


Pp Actual performance 
rogrammed * 
(millions of pesos) Millions of pesos Growth rates 


1979 1980 1981 1982 1979 1980 1981 1982* 1980 1981 1982* 
ee ee SS SSS SS eee 


State budget 


Current income 9414 9534 11201 9413 9130 9389 10802 9695 2.8 15.0 -10.2 
Contributions from 

the State sector .. 9416 11082 9 289 

Taxes and other contributions 

from the non-State sector Pe 17 20 14 

Taxes and duties paid by 

population bes 101 99 110 a x8. = < i A 3 
Total expenditure 9409 9531 11197 9834 9154 9644 11577 9 843 5.4 20.0 -15.0 
Productive sphere 3883 3978 4672 3180 4271: 4566 5729 3754 6.9 25.55 -345 
Housing and community 

services 399 364 412 483 357 391 467 95 19.4 
Education and public health 1685 1800 1848 2040 1643 1779 2007 8.3 12.8 

Other socio-cultural 

and scientific activities 1242 2 S15 AS ale SAG. PIL ZIG et S25 selene 9.0 5.8 -5.4 


“Poder Popular”, Central State 
Government, Tribunals and 


Public Prosecutor's Office Sli 484 675 621 472 459 597 -3.8 30.1 
Defence and domestic law 
and order 841 811 842 924 818 759 931 1152 -6.2 227 23% 
Other activities 451 443, 767 544 377 365 444 705 -3.2 21.6 58.8 
Reserves 391 336 544 496 - - . - - - - 
Surplus (or deficit) 5 3 4 -421 -24 -255 -775  -148 962.5 203.9 -80.9 
Budget of the Central Government 
Current income 7620 7584 8964 6796 
Total expenditure 7615 7581 8960 7217 
Direct expenditure 7061 7085 8473 6931 
Subsidies to the provincial 
governments 554 496 487 286 
Surplus (or deficit) 5 3 4s ADT 
Budget of the Provincial Governments 
Current income 1794 1950 2237 2617 
Total expenditure 2348 2446 2724 2903 
Surplus (or deficit) -554 -496 -487 -286 


eee 
Source: ECLA, on the basis of figures from the State Statistical Committee, the National Bank of Cuba and the State Finance Committee. 
Preliminary figures based on the statement by the Minister-Chairman of the State Finance Committee of its third regular session 
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See “Intervencién del Ministro del Comité Estatal de Finanzas, Francisco Garcia Valls”, in Granma, Cuba, 29 


December 1982. 
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1. Recent economic trends: Introduction and summary 


In 1982 the Chilean economy suffered its worst crisis since the Great Depression of the 1930s. Thus, 


- 
“ 


_ the gross domestic product registered an unprecedented drop of over 14% as a result of the serious 


5 slumps in commerce (-18%), manufacturing production (-22%) and above all construction (-29%), 
S while there were also declines in all the other main sectors of the economy except for mining and 
_ fisheries. As a result of this sharp and generalized fall in levels of production, and in spite of the 

' considerable expansion of the emergency job programmes of the Government, the rate of open 

unemployment rose to over 21%: almost twice the already very high level reached the year before and 

_well over the rates registered during the 1975 recession.(see table 1 and figure 1). Furthermore, the 

devaluation decreed in June after almost three years of complete exchange stability meant that as 

- from mid-1982 there was a reversal of the steady downward trend that the rate of inflation had been 

showing since 1974, so that the year ended with annual increases of rather more than 20% in 
consumer prices and almost 40% in wholesale prices. 

Although the crisis was due partly to the unfavourable evolution of external factors such as the 
terms of trade —which fell sharply for the eighth time in the last 12 years and thus stood at their 
lowest level in over half a century— its unusual severity was due mainly to two profound imbalances 
which had been growing up in previous years and to the vacillating and piecemeal way in which the 
economic policy sought to correct these during 1982. 

Thus, as 1982 began the Chilean economy not only displayed visible signs of setbacks in levels of 
activity and employment but also registered two imbalances of great importance which on the one 
hand could hardly be allowed to continue for long, but on the other, seriously affected the country's 

* possibilities of recovery. 

The first of these imbalances —originating fundamentally from the exchange lag which had 
been building up since the exchange rate was fixed in June 1979— was reflected in the enormous 
current account deficit of the balance of payments. In 1981, this deficit had reached the exceptional 
amount of close to US$ 4 900 million, equivalent to almost 90% of the value of the exports of goods 
and services and to about 15% of the gross domestic product. Although this deficit had been 
completely financed at that time through a massive inflow of capital, it was obvious that external 
saving could not be expected to continue covering deficits of such magnitude in the future. The 
viability of the policy of a fixed exchange rate depended precisely, however, either on the continued 
procurement of a very large amount of loans and external investments or else on the implementation 
of a policy of sharp domestic deflation, with the consequent risk of further accentuating the recessive 
trends which had begun to show themselves increasingly clearly since mid-1981. 

The other fundamental imbalance lay in the financial sector and was reflected both in the 
unusually high level of domestic real interest rates and in the growing disparity between those rates 
and world rates. Thus, in spite of the opening-up of the financial section of the economy and the 
enormous amount of capital which entered the country in 1981, the real interest rate rose from an 
average of 12% in 1980 to over 40% at the end of 1981, while in the first half of 1982 it averaged 
around 50%. Interest rates of this magnitude, of course, exerted unbearable pressure on the costs of 
enterprises, whose operating income was simultaneously going down as a result of the continual 
decline in sales. The fact is that the persistence of such high interest rates probably basically reflected 
the existence of an inelastic demand for credit by producers who were willing to pay almost any price 
in order to obtain loans that would enable them to put off the time when they would have to liquidate 
their assets, whose value was simultaneously falling as the recession got worse. Naturally, this critical 
situation of the enterprises was already seriously affecting the solvency of the banks, whose portfolio 
of overdue debts amounted at the end of 1981 to almost 30% of their capital and reserves —double 


the proportion registered only a year before. 
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Furthermore, as already noted, economic activity had ceased to grow in 
took place in the first six months. As t 
two imbalances already referred to, however, it was not tackled 
ly in the last quarter of the year, after the 
that the subject of reactivation 


the entire growth of the product 
seemed to be attributable to the 
directly during the greater part of 1982, and it was on 
contraction in the level of activity had reached exceptional dimensions, 
came to the fore. Thus, during the first half of the year the debates were centered rather on how to 
tackled the problems of the external deficit and interest rates, especially the first of these. : 
Consequently, in essence the 1982 economic policy consisted of a succession of measures designed — 
and finally to achieve 


first to correct the external imbalance, subsequently to tackle the financial crisis, 


CHILE: MAIN ECONOMIC INDICATORS 


A. Basic economic indicators 
Gross domestic product at market 
prices (millions of 1970 dollars) 
Population (millions) 
Per capita gross domestic product 
(dollars at 1970 prices) 


B. Short-run economic indicators 
Gross domestic product at 
market prices 
Per capita gross domestic product 
Gross domestic income 


Terms of trade (goods and 
services) 

Current value of exports of 

goods and services 

Current value of imports of goods 
and services 


Consumer prices 
December - December 


Variation between annual averages 


Money 

Real wages and salaries 

rate of unemployment® 
Greater Santiago 
Nation-wide 


Current income of government 
Total expenditure of government 
Fiscal deficit/total expenditure 
of government 


C. External sector 
Trade balance (goods and services) 
Balance on current account 
Variation in net international 
reserve 
General external debt (gross) 
General external debt (net)® 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 


b . 
Gross domestic product plus terms-of-trade effect. 


“Percentage. 


“Growth of public sector income and expenditure as a whole in 1981. 


“Surplus. 


Table 1 


1975 


8 093 
10.2 


794 


1976 
8 378 


10.4 


808 


Growth rates 


-12.9 
-14.4 
-18.9 


-37.3 
-21.0 


-13.3 


340.7 
374.7 
DT 

-3.3 


16.2 
14.5 
366.3 
261.9 


25 


Millions of dollars 


-217 
-498 


-184 
4 854 
4 983 


Excluding variation in reserves due to revaluation of gold. 
< : <2 aie 
Including variation in reserves due to revaluation of gold. 
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ope) 
1.8 
3.0 


-3.4 


MOT ES) 
232.8 
200.1 

0.5 


16.8 
14.8 
236.5 
PASS, 


8.9 


433 
132 


212 
4 720 
4 612 


1977 


9 203 
10.6 > 


872 


79 
8.6 


45.0 


84.2 


113.8 
123.8 


12.9 


13.2 
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117.4 
112.4 


7A 


-267 
-567 


125 


5 201 
4 928 


1978 


1979 


1980 


mid-1981, in which year 
his stagnation problem 


1981 


1982° 


9960 10785 11624 12289 10527 


10.7 


928 


-680 
-1 111 


683 
6 664 
5 606 


10.9 


988 


LEY 


1 047 


13 


1 088 


11.5 


915 


-432 
-2 442 


-1 198 
17153 
14 575 
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tivation. In this respect, it was symptomatic both of the limited vision with which the crisis was 
ick! ed and of the surprise caused by its severity that in reality there was never any attempt to tackle 
sse three problems in a simultaneous and integrated manner. 


In early 1982, most analysts acknowledged that there was a serious external imbalance whose 


best way of carrying out the real depreciation required in order to eliminate it. For their part, the 
economic authorities tended to minimize the seriousness of the exchange lag and attributed the bulk 

of the current account deficit to external causes such as the rise in international interest rates and the 
_ drop in the terms of trade. According to their interpretation, the exchange lag which existed was due 
_ fundamentally to the stubborn refusal of domestic prices to go down, this being caused basically by the 
" wage policy, which indexed wages according to past inflation. In a context in which inflation was 
going down, this policy meant that real wages continued to increase in spite of the decline in economic 
~ activity and the rise in unemployment. Ultimately, this diagnosis recommended the maintenance of 
_ the exchange policy and the elimination of the wage “floor” and of wage indexing, in order in this way 
_-to achieve a rise in the real exchange rate through the achievement of a level of domestic inflation 
~ which was lower than that prevailing world-wide. 

; This deflationary option was sharply criticized by those who pointed out that the size of the 
_ exchange lag was very considerable (of the order of 30-50%), so that if the policy of automatic 
~ adjustment preferred by the authorities was followed, several years of negative inflation would be 

required in order to raise the real exchange rate to an adequate level. Furthermore, those who 
maintained this position claimed that the refusal of prices to go down was due not to the high unit 
labour costs —which were still below those of 12 years before— but to the very high financial costs. 
According to this diagnosis, as long as the real interest rate was high —which would continue to be 
the case until such time as the real devaluation required took place— the financial costs would not go 
down and, consequently, neither would prices. It was therefore considered that devaluation was the 
most rapid way both of restoring the international competitiveness of Chilean products and of 
lowering real interest rates. 

“Because of the Government's reluctance to risk the resurgence of inflation, which it believed a 
devaluation might bring about, the authorities resisted the deflationary option for most of the first 
half of the year, and the exchange rate was kept fixed. Another event changed the terms of the whole 
debate, however. Thus, the conjunction of recession, exchange lag and crisis of the banking system 
sharply checked the inflow of capital, which, as already noted, was essential in order to maintain the 
prevailing exchange policy. As a result, the international reserves went down significantly, at the 
same time that productive activity declined and unemployment got worse. In these circumstances, the 
economic authorities finally opted in mid-June for the devaluation of the peso, raising the exchange 
rate from 39 to 46 pesos per dollar. 

As it was now necessary, however, not only to correct the trade deficit brought about by the 
exchange lag but also to make up for the sharp contraction in the net inflow of capital and the growing 
climate of uncertainty, this devaluation proved to be insufficient. As explained in greater detail below, 
this led the economic autharities to try new exchange policies and to carry out additional devaluations 
in the following months, thus making the instability and uncertainty still more acute. At the end of 
the year, the exchange rate was 90% higher than it had been in June. Although this contributed 
markedly to increased inflation, the rise in the level of prices was substantially less than the increase 
in the exchange rate, so that ultimately by the end of 1982 it had proved possible to raise the effective 
real exchange rate by between 30% and 50% compared with the value at which it had stood at the 
beginning of the year. 

Thanks to this sharp devaluation in real terms and, above all, to the acute drop in domestic 
economic activity, the volume of imports went down by over 40%, so that the deficit on current 
account was halved. Even so, the contraction in the net inflow of capital was so great that in the course 
of the year the international reserves went down by US$ 1 200 million (see table Ty. 5 

The other factor which increasingly occupied the attention of those responsible for economic 
policy during the second half of the year was the crisis in the domestic financial system. Asa oes 
the recession, the high real interest rates and the marked reduction in the volume of external credits, 
the situation of enterprises continued to deteriorate and the number of unpaid debts continued to 
increase. Thus , by the middle of the year the banks’ portfolio of recognized bad debts came to close on 
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Figure 1 
CHILE: MAIN ECONOMIC INDICATORS 


Gross domestic product4 
aie : 


Urban unemployment» 


Consumer prices 


ISTO TL 972 TS a= ES = 16 Pe" = ee eee 


Source: ECLA, on the basis of official data. 
4Annual growth rate. 
bAnnual average rate for Greater Santiago. 
CPercentage variation December - December. 
dMillions of dollars. 
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50% of their capital and reserves. In reality, the problem was still more serious, since many risky 
loans did not figure in the portfolio of bad debts because the banks continued to extend credit, without 
adequate guarantees, to enterprises which belonged to the same economic groups as owned the banks 
in question. 

2 Finally, it was obvious that both because of the high level of real interest rates and the decline in 
- economic activity, many enterprises simply could not fulfill their obligations to the financial entities. 

In these circumstances, the basic problem was that of who was going to assume responsibility 
for the losses in question: the enterprises, the banks, depositors, or the Government. 

For their part, the enterprises were reluctant to liquidate assets because, in the prevailing 
z- recessive context, this meant suffering heavy capital losses and even risking bankruptcy. 
“A Consequently, they tried to gain time by seeking increasingly large credits from the banks. The latter, 
_ for their part, tended to comply with these demands, since if they foreclosed on their debtors they 
ia »would only get back a small part of the loans previously extended to them, because of the sharp drop 
_ which had been suffered by the prices of assets. Partly for this reason and partly in order to avoid a 
_ situation where the credits already granted would help to swell their already heavy portfolio of had 
_ debts, the banks preferred to renew and expand these loans in order to be able to capitalize the 
overdue interest. ; 
In the face of this helplessness or virtual paralysis of the private sector and its inability to solve 
_ the financial problem the Government had to step in. First of all, through the Central Bank, it offered 
~ to buy the portfolios of bad debts and high-risk commitments of the banks; secondly, it established a 
preferential exchange rate for the dollar for debtors in that currency, whose liabilities had increased 
_ sharply after devaluation, in order to facilitate in this way the fulfilment by those debtors of their 
_ outstanding obligations; and thirdly, it set up a fund to facilitate the renegotiation of the debts 
contracted in pesos between the banks and enterprises. 

These measures made it possible to gain time and partly relieved the debt burden for some 
sectors, at the cost of the Government. As the magnitude of the real losses involved was so great, 
however, that it necessarily compromised the solvency of one of the two parties —either the banks or 
the enterprises— the amount of the renegotiations was smaller than expected. Consequently, at the 
end of the year the Government took a more active role and appointed official supervisors for the 
banks: a measure which eventually led to direct government intervention in most of the banking and 
financial system in early 1983. 

In these circumstances, because of the atmosphere of great uncertainty generated by the June 
devaluation, the frequent subsequent changes in the system and in exchange parity, and the successive 
measures adopted in order to try to solve the financial problems of the banks and their debtors, the 
efforts made by the authorities to inject greater liquidity into the economy in the last quarter of the 
year were frustrated by a run on the dollar. Because of this and of the sharp contraction in the inflow 
of capital, economic activity continued to decline up to the end of the year. 


2. Trends in economic activity 


a) Total supply and demand 


After having expanded at the extraordinarily high rate of almost 9% per year between 1978 and 
1981, the total supply of goods and services suffered an equally exceptional drop in 18% in 1982 (see 
table 2). 

This sharp drop was due both to the severe decline in the gross domestic product and the 
spectacular drop in the volume of imports of goods and services. This volume, which had almost 
doubled over the previous four years, went down by 36% in 1982 asa result of the pronounced decline 
in domestic economic activity, the rise in the exchange rate, and the existence of heavy stocks of 
consumer durables, intermediate products and equipment imported in previous years. In these 
circumstances, the import coefficient dropped below 15% after having reached a level of close to 20% 
in 1981 —the highest figure registered since 196k. fee . 

In 1982 there was also an extraordinarily sharp decline in all the components of domestic 
demand. As was t6 be expected, the most pronounced drop was 1n fixed capital investment. In 1979, 
this had recovered from the enormous slump suffered during the 1975-1976 depression, and in the 
following two years it grew at an average annual rate of around 18%, but in 1982 it went down by 
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almost 439%. This striking drop was reflected in the decline of 29% in the domestic product of the 
construction industry and the reduction of 53% in the value of imports of capital goods. It also 
brought about a considerable decline in the coefficient of fixed investment, which went down from 
13% in 1981 to only 9.4% in 1982. is learns 

As the drop in gross fixed capital formation was also accompanied by a sharp decline in stocks, 
the fall in gross domestic investment was even greater and it went down by 70%, so that the global 
investment coefficient shrank below 6%, which was by far the lowest level recorded in the last twenty 
ears.! 

‘ In addition, the persistent increase in unemployment, the decline in disposable income, the rise 
in interest rates and the drop in the real value of assets helped to generate an enormous decline of 
18% in private consumption, while the restrictive policies applied by the Government caused public 
consumption to go down by almost 8%. 

Thus, in practice, the only item which showed a positive evolution in 1982 was the volume of | 
exports of goods and services, for in spite of the very unfavourable external context and the 
maintenance during the first half of the year of a very low real exchange rate, the volume of exports 
rose by 8.5%. Partly because of this increase, but even more so because of the drop in the product, the 
export coefficient rose to 35%, which was the highest level registered in Chile in the last half century. 


b) Evolution of the main sectors 


As well as being very severe, the decline in economic activity was also widespread. Thus, 
in 1982 there was a decline in the product of all the main activities of the economy except 
mining (which increased by close to 6%) and electricity, gas and water services (which remained 
practically unchanged). The drops were particularly marked in the case of construction and commerce 
—activities which had expanded at an extraordinary rate in the previous four years— and also in 
manufacturing, whose growth rate had already declined markedly in 1981 (see table 3). 

i) Agriculture. After having recovered in 1979 from the 5% drop suffered the year before and 
then growing at an average rate of 4% in the two-year period 1980-1981, the agricultural product 


Table 2 
CHILE: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage 
at 1970 prices breakdown 


1980 1981  1982° 1970 1980 1982° 1979 1980 1981 1982* 


Growth rates 


Total supply 13651 14718 12083 112.7. 1174 1148 99 86 7.8 -17.9 
Gross domestic product 
at market prices 11 624 -12 289° 10 527 .100.0, .100.0 »100:0- 583 78 5.7 -14.3 
Imports of goods and services” 2,027. 2429. 1556 12.7 17.4 148 206 134 19.9 -36.0 
Total demand 13.651 14718 12:083° 112.7 1174 1148 9:9 86" S78meae 
Domestic demand LOSS P35 = St 98.9 88.7 19.9 6.2 6.6 9:9" -=25.8 
Gross domestic investment 1954 2065 624 16.4 16.8 DQ 2D Dee a 5.7 -69.8 
Gross fixed investment 1D08P Se /29 994 15.0 13.0 DA 16:8; 9 121,9) syhAG =4216 
Construction 723 846 636 2 6.2 6.0, 194. 22.4 172) 2749 
Machinery and equipment 785 883 358 5.8 6.8 54° 047" 215 71245595 
Changes in stocks 446 336 -370 1.4 3.8 -3.5 
Total consumption 8360 2791270) 272789 82.5 TL FAN) 729 GIDEA SR ERGO 
General government P5290 bSs4e AIS 12.8 13.2 1314 wpe920 aekil 0:31 248 
Private 61831 , of, 73059 .G34 69.7 58.8 60.6 lA, . AL gt 2 Sie 
Exports of goods and services” > 390) 3 38a | 93.670 13.8 28.7 549) 243 oS 14 85 


Source: ECLA, on the basis of data supplied by the Central Bank of Chile 
“Preliminary figures. 


b . : * 
The figures for exports and imports of goods and services were taken from balance-of-payments data expressed in dollars at current prices 
which were converted to constant 1970 values using price indexes calculated by ECLA for the purpose. ; 


'The strikingly low level reached by the investment coefficient in 1982 is evident when it is noted that it was 30% 
below that registered in 1976 (at the end of the crisis of the mid-1970s); 42% below that corresponding to the three-year 
period 1971-1973; and 51% below the average for the period 1960-1970. 
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Table 3 


CHILE: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage 
at 1970 prices breakdown Growth rates 


1980 1981 1982* 1970 1980 1982° 1979 1980 1981 1982* 


_ Gross domestic product” 10008 10580 9090 100.0 100.0 1000 83 7.8 5.7 -143 
Z Goods 4610 4887 4277 50.4 462 462 81 69 6.0 -12.5 
e Agriculture, hunting, forestry 
‘ and fisheries 745 785 767 a7 7) 833" 26.205 3:85 oD.3hee 2.5 
e _ Mining and quarrying e124" 214° 1283 10.3 TS 1 aa ala Fie teat i gate}. 7/ 
- Manufacturing Bo25 25851 1868 26.6 Pf) 202 “S79 62 “Z26r e216 
Construction 418 506 359 5.8 4.2 5:90 923, 98e 23) else 2G 
a Basic services 1035 1049 971 8.9 10.4 10°5° > “Si REN OWS name Ae tee/.5 
Electricity, gas and water 261 267 266 2a 2.6 29 2 G:8) Sia Dalene 0 
- Transport, storage and 
2 communications 774 783 705 6.8 7.8 or 9:0) a Add UB a3) 

Other services 4910 5189 4659 42.9 49.2 50.3 88 83 5.7 -10.8 
Commerce‘ 1509 —1609. 1323. 13.5 1523 14:5 9 VO gl24) 56:65 = 17-8 


Financial institutions, 
insurance, real estate and 


business services 1 S880 7672 M1662 11.0 15.9 1330-10" 14 Se 2 ae. 

_ Ownership of dwellings 527 535, 541 Be: 5.3 58 = MOS Oe 1S 
Community, social and personal 

services 1813 1813 14674 18.4 18.2 18.1 2.4 0.5 =t 7.6 

Government services“ 612 601 584 6.5 6.1 Gi i 3 2-1 eeO 

Less: Imputed bank services 580 750 648 2.2 5.8 7.0. 45.6" 41.07 29.29 13:6 


- 


Source: ECLA, on the basis of figures supplied by the Central Bank of Chile. 

“Preliminary figures. 

» As the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly with the latter. 
Restaurants and hotels are included under community, social and personal services. 

4Refers to public administration and defence. 


went down by 3.3% in 1982. This was the overall result of the 4.5% contraction in crop farming 
production and the 2.3% decline in stock farming output. 

The decline in crop farming production —the fourth in the last five years— was due entirely to 
the generalized drop in the harvests of the traditional crops. The value of the output of these crops at 
constant prices went down by almost 6%, thus making a total decline of over 18% in the period 1980- 
1982 (see table 4). 

As in 1981, the main cause of this lower production was the reduction in the area sown, which 
went down by close to 13% for the second year running. Asa result, the area devoted to the traditional 
crops dropped to its lowest level in over half a century. Yields rose, however, in the case of all crops 
except peas and chickpeas, and they reached record levels in the case of rice, maize, beans, sugar beet 
and sunflower seed. 

Despite the generalized rise in yields, there was a reduction in 1982 in the harvests of most 
cereals, the only exceptions being barley, whose output partly recovered after having fallen steadily 
over the previous four years, and rice, which registered the highest crop of any year except 1979. In 
contrast, the output of wheat, which had already dropped to the lowest level in the last 5O years in 
1981, went down by over 5%, so that it amounted to less than half the record crop registered in 1971. 

In 1982 there was also a decline in the production of all pulses except beans, the output of which 
rose sharply for the second year running and reached a record level. In contrast, the output of lentils 
went down for the fourth time in the last five years, while the pea crop went down for the fourth 
successive year. 

The declines in production were even greater in the case of industrial crops. Thus, output of 
sugar beet —which had recovered strongly the previous year— went down by 34% in 1982, while the 
harvests of sunflower seed and rape went down by 28% and 51%, respectively, after having suffered 
even sharper drops in 1981 (see table 4). 
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As in the previous two years, the unfavourable evolution of most of the traditional crops 
contrasted with the progress in fruit production. Thus, in 1982 there was an increase in the harvests 
of all the main types of fruit except quinces (see table 5). Once again, there were particularly marked 
increases in the production of apples (16%) and table grapes (33%), which are intended mostly for 
the external market and which in 1982 generated around 80% of the total value of fruit exports. 
Thanks to these increases and to the rapid growth registered in previous years, the output of apples 
almost doubled between 1979 and 1982, while that of table grapes rose by 105% over the same period. 
All the same, there was a marked reduction in 1982 in the growth rate of the area planted with fruit 
trees, since after having expanded at an average annual rate of close to 6% in the previous four years, 
it grew by only a little over 2% in 1982. 

As already noted, there was also a reduction in 1982 in stock raising production, which had 
increased with considerable rapidity in the previous three years. An important factor in this was the 
complete stagnation of meat production as a result of the changes in opposite directions which took 
place in its two main components. Thus, while beef production rose by over 5%, that of poultry meat 
went down by almost 8%. At the same time, while the increase in pork production continued —albeit 
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Table 4 


CHILE: INDICATORS OF AGRICULTURAL PRODUCTION 


a 


1910. “1975, *PUN80sa' TISSIet R982, Growth rates 
1979 1980 1981 1982* 


Production of the 14 
traditional crops 


Value” 148.6 135.5: 135.7 943041227 (947.5 eo eo 
Volume’ 
Wheat 13069 1 002.4. 966.0. 686.0... 630.54. 11o;..c2.0, .-20Min eee 
Oats 1105 131.1 . 1726 1307 1176 622  14.9s0ee24 mene 
Barley 07-48 9120.6 si ORO Acie: 147.9. 10. Te 6:3 Sok ee 
Rye 10.8 11.1 10.4 9.2 61> <16.7 ~156¢ 1 eee 
Rice 76.2 76.3 95.4 99.7... 13122 -72-90Rsa7 a ST eas 
Maize 2391 “329.0 "405.2 “S1R2" "4841 905° 2182" DFOneeeee 
Potatoes 683.8... 7379... 903.1. 1.0073... 844-6-ne214 wll? LL > eee 
Beans 65.6 74.1 G42 with 2. tes 27. -20.G 64d aes 
Lentils ti yall 26.8 ie 15.8 67.0)-=155- —=340 2 10k 
Peas 7.4 6.3 13.6 11.0 74 OO FORE RMI Bae 
Chickpeas 5.4 4.9 11.6 6.4 41 709 234 -448 -364 
Sugar beet 1 655.0 1 616.7. _.A50.2) -1 AGE.) «4967.3 -191, 533.7. 922444 ae 
Rape 70.0 61.4 73.4 26.9 132° 242 13655-6434. ame 
Sunflower 28.2 17.8 38.3 7.4 54 Tho ©1407-8067) 2 
ae sown with the 14 
traditional crops [y2 eee 2AGe eel eed an Lee 944 47 -1.1  -12 - 
Wheat 740 686 546 432 gpE! Mags MET Bie Be 
Oats 73 94 92 80 68. 233 pRi 16 Sees ee 
reels 47 66 49 46 57 -6.3 -18.3 “6.krice 25k 
Bye 8 9 8 9 6 ne 3364, oe 14,30 (2S oa 
Rice 25 23 4l 31 S77 AJA NDR aa 
aize 74 92 116 125 98 38.3 --10.8 13) -26 
Potatoes 72 72 89 90 77 PALO OS LT ay 
Beans 57 68 111 118 134) 10:90 190.9" 6n6 Fee 
entils 17 21 53 48 35 )56ars) SG.Qehh, Ow sms 
Peas, 11 9 18 18 12 mele 24 o3he 
Chickpeas ll 8 21 16 10.545 235 ene 
en eet 42 42 11 37 22°. '=23.8" =31.3"" 256.4 "403 
: pe 54 45 50 24 10°) 58/90! -7i4u8-5s2h. 2568 
unflower 20 13 32 5 3~ew42 45.5ymteB4edignetoun 


Source: National Statistical Institute (INE). 
, Preliminary figures. 

Millions of pesos at 1974 prices. 

‘ Thousands of tons. 

Thousands of hectares. 
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eS 3 Table 5 
ae CHILE: INDICATORS OF FRUIT-GROWING ACTIVITY 


1975 1979 1980 1981" 1982° 1979 1980 1981° 19827 


4 Production (thousands of tons) Growth rates 
_ Almonds 0.8 aa 2 1.2 ils} Sejm oi, (0) 

_ Cherries 5.1 5.5 53 5.9 63 5g hey aon ae 
Plums 13:2 16.0 17.0 17.2 18.4 1.0 6.1 1.4 6.7 
_ Apricots 13.9 14.3 13.6 13.0 14.2 39  -5.0 -46 he) 
_ Peaches Tig. OCP) 82.70 78.2°°! 71.0) 5. 75.6 38. acd) car o2, eee 
~ Nectarines 308 339 «364.2397 52.5 Sel eae 
_Lemons 69.8 68.3 66.7 64.7 69.6 45° 2 3,1 Ti 
~ Apples 125.0 210.0 245.0 2984 345.0 200 167 217 156 
~  Quinces a 78 uD 8.4 73 ia 13 C2813 
_ Oranges 46.9 50.6 49.2 53.8 55.4 -04 -27 9.4 2.9 
4 Walnuts Sal 49 Sd 54 6.3 7A 6.2 Si 7c 
_ Olives 10.4 oS 11.2 7.2 9.2 10.2. 213 30 eee 
Avocados 14.7 19.4 Diy 25.0 Sai Ciel bil ae i) A) 
- Pears 33.8 38.3 opp 41.5 42.6 0.3 2:2 6.2 php) 
Table grapes 94 78.9 S502 acs, 162.4 4.6 7B coy Bel 533.4 

Area planted (hectares) Growth rates 
Total 65 775 77486 82489 86789 88 795 6.2 6.5 Sy? 2.3 
z Almonds 1 605 POS 2-203 9212388 2,250 8.2 5.0 1.6 0.5 
Cherries 1 050 1 576 1 822 1 982 2 012 250m 19-6 8.8 ils 
Plums 1 780 2358 he 42035 2 881 4101 152 LAR, 93a AD 
Apricots TG? ee 5 ee ae D0 1285 -6.3  -10.7 04 # -0.5 
Peachess 10 400" "6 127-°~ 6 261 6492 6189 =195 22 Ball, -4.7 
Nectarines 4050 5330 5 813%86159— 6552 8.1 al 6.0 6.1 
Lemons 7420 6875 6454 6455 Sey A -19 -6.1 - -16.7 
Apples 11700 14735 15768 17452 17 186 8.5 7.0 10.7 -1.5 
Quinces O75 780 664 694 492 -114 -149 45 -29.1 
Oranges 4630 4913 4966 5039 5 664 6.7 sigh ie re 
Walnuts 4 350 §-818-—-6 429 6529-6615 Onl 10.5 1.6 i) 
Olives 3, 205 7206.4 3 060mm 2 986.58 2977 - -4.6 -2.4 -0.3 
Avocados 4 605 5800 6178 6643 7535 Ue 6.5 eS mel Oe 
Pears 2 630 2 880 2 909 BOT 3859 2.1 1.0 OV eee OS) 
Table grapes 5650 13550 16042 16758 16793 244 184 45 0.2 


Source: Ministry of Agriculture, Agricultural Planning Office (ODEPA). 
“Preliminary figures. 


much more slowly than in the previous five years— the output of mutton went down by 4.5%. The 
difficult situation of the poultry raising industry was also reflected in the 9% decline in egg 
production. In addition, milk production went down by 12%, while the output of greasy wool 
remained unchanged after having grown steadily between 1976 and 1981 (see table 6). 

Finally, during 1982 there was also a reduction in the newly-planted and replanted forested 
area, in spite of the fact that forestry production is an activity which has major comparative 
advantages and also enjoys tax incentives. Thus, the total area afforested in 1982 was 68 600 hectares, 
which was not only well below the figure of 93 200 hectares afforested in 1981, but was also below all 
the figures registered since 1975 except for 1979. In a further accentuation of the tendency which 
began in 1977, almost all the afforestation carried out in 1982 was effected by the private sector (see 
table 7). 
ii) Fisheries. As in the year before, fisheries were the most dynamic activity in the whole 
economy in 1982, when their product increased by almost 9% after having doubled between 1976 and 
1981 (see table 8). The main element behind this growth, as in previous years, was the catch of fish 
for industrial processing, which increased for the seventh consecutive year and exceeded three and a 
half million tons for the first time on record. Thanks to this increase, the fish meal industry was also 
able to continue expanding vigorously. Indeed, its output in 1982 was not only the highest ever 
recorded, but also put Chile ahead of all other countries producing fish meal in the world. The bigger 
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(Thousands of hectares) 
1973 1974 199s 1976 1977 1978 - 1979 


eee. 


19801 


Total 31Orr 30.3 205622 782.65 10727 &. 9322 6 R79-On 520° 72S 

National Forestry = a 

Corporation . ee 
(CONAF) 24.3% 2A “352 44 D594 S4LG ” ©2350 0.4 0.2 ie ie 
Private 

enterprises 29° “Zi “585 “oF © 48.6 


Source: National Forestry Corporation (CONAF). ; : ae ar 
“Preliminary figures. 


Table 8 = ral 


CHILE: INDICATORS OF FISHERY PRODUCTION . dill 


Oe 1980 1981 1982" Growth rates 
197 975 1979 1980 1981. 1982" @ 


Fishery product” A240 SRS 4 SAP GEN LS ee 7.5 18.1 8.8 
Fishing catch‘ 1 181 899. : <2°802..h 3-303 473184658" S2.% SudOh ig ith 9.8 
Fish 1 082 804. 2700. 3291 3577 33.9 11.2 21.9 8.7 
Fresh consumption 62 Wa be 149 64 9.6 -27.2 98.7 -57.0 
Industrial processing 1 020 tao eO2S” See Sea oe, eas) 198 11.8 
Shellfish 99 95 192 212 269 13.8 45.5 10.4 269. & 
Fresh consumption 34 33 54 46 52 15.8 22.7 -14.8 13.0 @ 
Industrial processing 65 62 138 166 217 12.8 56.8 20.3 30.7 “ 
Output of fishery 
products* 240.6 197.6 734.6 860.5 1025.2 37.8 94). cag 19.1 
Frozen 74 6.9 13.5 15.4. 760.8 -600  —-ss0g 141°. 2948 @ 
Canned 11.9 90 380 295 23.5 22.8 38.2.4 2240. =a 
Fishmeal 197.3° 155.1" ' 5719 ® 688.35: 217958 M1967 MG ea 
Fish oil 23.3.2!) 25. VUE 127s VEO betas 1.9 14.7 139 7 
Other 0.7 0.8 0.2 : 0.1 ‘ ; : q 


Source: Ministry of Agriculture, Crop-farming and Livestock Service (SAG). 
, Preliminary figures. 

Millions of dollars at 1970 prices. 
“Thousands of tons. 

Thousands of tons of finished product. 
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he semaines concen SiarlinGuedleniatdinesat EI Salvador. Pract 
e, the small and medium-scale mining sector also continued its rapid growth for the third 
ling, expanding by close to 11% due mainly to the pentey into operation of the new eulphaie 
at Mantos Blancos. 
In 1982 there was fia a record output of molybdenum, which increased by over 30% to more 
20 000 tons after having already increased by 12.5% in 1981. 
_ Gold production also continued to expand vigorously during 1982, when it grew by 3596 after 

having almost doubled in 1980 and growing by over 80% in 1981. This latest increase was due mainly 
_ to the entry into full production of the El Indio mine. 
4 Efi _ The greater output of petroleum also contributed to the higher mining sector product. 
SHawever, the 3.5% increase registered by petroleum extraction was markedly below the growth 
achieved in the previous three years, when production of crude rose by almost 160% (see table 9). In 


Table 9 


CHILE: INDICATORS OF MINING PRODUCTION 


i Production Growth rates 
4 1970 1975 1980 1981 19827 1979 1980 1981 19827 
Mining sector product” 802 Boo Let 1214 E262 5.4 we 8.0 4.0 
- Copper® 692 828 1068 1081 + 124i aes 0.5 12 148 
- __ Large-scale mining 541 683 905 894 1033 3.8 -0.5 -1.2 135 
A Medium-and small- 
scale mining 151 146 163 188 208s -4.4 (i aa Se pee NS 
La Iron ore® 
= Ore 11265 Pr 007" 78 635°" 8514" 6470 5.3 7.4 eS, Girt e240 
Pellets & meses 85266 6159377 ~9 46.4" ~ 12.9 ae 3.4 
= Coal? 1382 1460 1024 1169 997 -16.6 7.0 ~ 14.2519 
- Nitrates“ 669 726 620 624 STMT sae? OGE eK 
~ Iodine’ 2250 1962 2601 2688 2609 25.4 7.9 ene DS 
Sodium sulphate* 70100 58320 51165 569 2:02 H1GRes1T3 
A Pecciccal 1977... 1423 _1 933... 2.401 .. 2,484....29.4 26085 242 3.5 
~ Molybdenum® 5701 9091 13668 15360 20048 28 08 124 30.5 
Gold’ 1623 3997 6836 12456 16786 89  972on S22ses 
Silver‘ 76 194 299 361 379 6.7 9.9 a 227. 5.0 


Source: Copper: Chilean Caner Corporation: State Department of Mines; iron ore: National Statistical Institute; coal: 
National Coal Corporation; Nitrates, iodine and sodium sulphate: Chilean Chemical Corporation, petroleum: 
National Petroleum Corporation; Molybdenum: State Department of Mines and National Statistical Institute; gold 
and silver: National Statistical Institute. 

“Preliminary figures. 
»Millions of dollars at 1970 prices. 
“Thousands of tons. 

Thousands of gross tons. 


Thousands of cubic metres. 
®Kilogrammes fine. 
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1982, as in those years also, most of the production (78%) came from the offshore oilfields in the 
Straits of Magellan. Due partly to the larger production and partly to the decline in the consumption — 
of liquid fuels, the proportion of domestic demand for the latter which was satisfied by national 
production rose once again, reaching 52% in 1982.2 Arogutarthhedit 

In contrast with the favourable evolution of the production of copper, petroleum and precious 
metals, the output of all the other major minerals went down in 1982. The severest drop (-24%) was 
in the extraction of iron ore, which thus continued the almost uninterrupted downward trend begun 
in 1976.3 As in previous years, however, this decline was partly offset by the larger production of 
pellets, which thus continued to increase their relative importance in the iron ore mining branch. 

There were also substantial declines in production in the coal mining and nitrates industries.In | 
the first of these, coal production went down by close to 15% to the lowest level registered for the last 
40 years, except for 1979. In the nitrates industry, for its part, production went down in the three 
main branches: nitrates (-8%), iodine (-3%) and sodium sulphate (-12%). 

iv) Manufacturing. As during the great economic contraction of 1975, the sector most seriously 
affected after the construction industry by the decline in economic activity in 1982 was 
manufacturing. The industrial product dropped by close to 22% toa level equivalent to that achieved 
as far back as 1966, when the population of the country was 23% smaller. The great magnitude of the 
setbacks suffered by the manufacturing sector was also reflected in the declines in industrial output as 
registered by the indexes of the N ational Statistical Institute (INE) and the Sociedad de Fomento 
Fabril, which went down by 24 and 18%, respectively (see table 10). 

Because of the sharp reduction in disposable income, the extraordinary rise in real interest rates 
and the virtual collapse of the building sector, the declines in manufacturing output were naturally 
most pronounced in those industries producing consumer durables, transport equipment and 
intermediate goods for the construction sector. 

Output of the first-mentioned goods suffered an unprecedented reduction of 56%, which was 
practically twice as severe as that registered during the 1975 depression. As a result of this 
extraordinary drop, the level of activity in this branch of industry was not only some 50% lower than 
in the early 1970s but was even 22% below the level of 1976, at the culmination of the previous 
economic crisis. 


Table 10 


CHILE: INDICATORS OF MANUFACTURING 


Indexes (1969 = 100) Growth rates 
1970 1975 1980 1981 1982° 1975 1979 1980 1981 1982* 


Industrial product” 2.073 1613) 62323 —2 383 —1-861-— -25:5) F.9-=- 62 2 Cee 
Industrial output 
INE 997 GAD WO2. 1105 84.0. -28:1 7:8") 35:9) 20s meeee) 
SOFOFA 103.5. 85.0 ~12922) 1293 4106.66— 223.5 8.2" 4.0) 0ie ee 
Mass consumption goods 1045 84.6 1201. 11990 1063°9-18.9 65 035 -O98210y7 
Consumer durable 115.6 88:1 12205 134.8.) 592252289 «4.46 28468104 856m 
Transport equipment 100.0 53.6 109.7 946 59.5 -264 -0.3 19.8 -13.8 -37.1 
Intermediate products for 
industry 100.6 113.1 155.2°! 1540) 146.39--149 65  1.2ae:0:Seo@ 
Intermediate products 
for construction 104.1 65.1 145.7 1428 994° -426 183 7.6 -2.0 304 
Miscellaneous manufactures 97.2. 674." 108-0... I2T2 O34 26.2 35.1) lf 2 ee 
Industrial sales 9937 6 B5.9..; 128.6 I 27.9 9109.3. 4220.4, 98.95 Shee =a 


ee a ee 
Source: Industrial product: National Planning Office (ODEPLAN); industrial output: Nati isti i 
5 : National St ii 
A and Sociedad de Fomento Fabril (SOFOFA); industrial sales: Sociedad de Peneat Eabate cc 
Preliminary figures. 


* Millions of dollars at 1970 prices. 


*This proportion had risen from 20% in 1979 to 45% in 1981. 
Between 1975 and 1982, iron ore output went down by a little over 40%. 
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# e-qinincn hob -" | 4; Hh den et ee 
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adams enon ow! (1S D27200-4 6763) AL QIAN SAB > D080 2.1357 37.08 ADA 1694 
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é Non residential 702 420 1239 1413 790 125 315 440 -469 
Total number of =” 

dwellings 21344 15845 43310 49802 24139 65.3 283 15.0 -515 
Public sector" 3552 3105 1589 534 314 -908 463.5 -664 -41.2 
Private sector’ 17792 12470 41721 49268 23825 927 246 181 -51.6 


Source: Construction product: ECLA, on the basis of data provided by the National Planning Office; building materials; 
Instituto Chileno del Cemento, Instituto Chileno del Acero, Sociedad de Fomento Fabril; building: National Statistical 
q Institute (INE). 
_ “Preliminary figures. 

_ Millions of dollars at 1970 prices 

. {Millions of bags. 

, “Thousands of tons. 

“Buildings on which construction work had been started in 80 communes, except for 1970, when figures refer to only 60 
communes. 
= Permits approved. 


. There was also a very sharp drop in production in the transport equipment industry, whose. 
output went down by 37% after having declined by almost 14% in 1981. This reduction took place in 
spite of the fact that the value of imports of motor vehicles fell by over 70% in 1982, and it reflects the 
results both of the enormous drop in demand and the considerable stock of unsold vehicles 


~ accumulated in previous years.‘ 

The production of interme 
over 30%, so that its 1982 level was the lowest in the last 13 years, except 
1975-1977. 

There was also a considerable decline in the production of goods for everyday consumption 
(-11%), although, as was to be expected, it was a good deal less severe than in the case of the branches 
already referred to. Even so, except in the food industry, where production went down by 5.5%, the 
declines were still very considerable, varying from a little under 14% in the case of textile production 
to over 20% in the production of shoes and leather goods. 

v) Construction. As noted earlier, in 1982 the construction sector suffered its severest decline 
since the serious contraction registered in the period 1975-1976. Thus, its gross domestic product, 
which had increased at an average rate of around 23% in the previous three years, went down by 29% 
(see table 11), so that its 1982 level, although higher than those registered during the crisis of the 


diate goods for the construction industry, for its part, went down by 
for the three-year period 


4Between 1977 and 1981, the value of imports of motor vehicles increased more than fourfold, rising from US$ 99 


million to US$ 428 million. 
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mid-1970s, was much lower than the levels reached before that and even below that registered as far_ 
back as 1962. : : ; saat 

The exceptional nature of the decline in construction was also manifested in other significant 
indicators such as the sales of cement for the domestic market and round iron bars for 
construction —which went down by 38% and 51%, respectively— and above all, the area 
constructed, which shrank by almost 60%. at SS 

This latter drop was due not only to the high real interest rates and the decline in disposable 
income but also to the existence of some 15 000 new dwellings which were still unsold at the endof 
1982. . 
: The particularly unfavourable evolution displayed by the construction industry was also ; 
reflected in the steady decline in its level of activity in the course of the year and the equally sharpand — 
persistent rise in unemployment. Thus, while in the first quarter of 1982 the construction product 
was 17.5% lower than in the equivalent period of 1981, in the fourth quarter it was 36% lower than in 
the corresponding period of the year before. Likewise, the rate of unemployment in the construction 
industry in Greater Santiago, which had already risen from 9% to 27% between June and December 
1981, continued rising up to September 1982, when it. reached the unprecedented level of almost 
57%. Even though this rate went down somewhat towards the end of the year, mainly as a result of 
the expansion of the Minimum Employment Programme (PEM) and the initiation of the 
Employment Programme for Heads of Households (POJH), one out of every two construction industry 
workers was still without'a job in December. 


c) Evolution of the employment situation 


In 1982, the employment crisis reached unprecedented dimensions which even exceeded those 
registered during the acute economic contraction of the mid-1970s. Thus, as the recession which 
began in the second half of 1981 got worse and, in particular, as a consequence of the enormous drops 
in activity in manufacturing and construction; the average rate of open unemployment in Greater 
Santiago reached the unprecedented level of 22%, which was not only twice as high as the year before 
but was also considerably higher than the rates registered during the 1975-1976 crisis (see table 12). 


Table 12 


CHILE: UNEMPLOYMENT IN GREATER SANTIAGO 


(Percentages) 


Annual averages 
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 


Total rate of unemployment 
Departament of Economics of 
the University of Chile 3.8 °° 46 97 T6216 13.2 T20"135°0~ Pier cee 
National Statistical Institute 3.2 “48 (97° 15.07 17.0 13:9'°43.8™ 134 Pie Soe 


Overall rate of unemployment 
among the established labour 
force (i.e., excluding persons 
seeking work for the first 


time) 2.8 3.2~> 67 11.9 126 9.9 10.5 10.1 8.7 8.5 18.8 
Manufacturing 3.3" BMT OPPS. BEATS SS) ATLISP 18.4" Ooh Beare 
Construction 8.2. 96.9) 131013156434, 1938:7> 235) (2450 16 5IoaGaniaoes 
Commerce 2.2.3. DItS3e DON AO? Ls FAMINE BNG HS 06.4005 Oia 
Government and financial services 0.5: 19e:2.0-93.380 5:89 2 Gree OOS reed Sia Oe 
Personal and household services LOO 2 Garr hd ol2:S bls ae SS py LOS tS-O pas aae ee) eee 
Community and social services 24.019 BOs £43. 6 Gil 2.) BQ, 6.8.5 0 oe 3.9.0 05.0) ane 
Non-manual workers 2.2'8 82 AIVASS ORT ANG 326,758 (Si0i ITS 2 5.3 SER Sia 
Manual workers 47 5.2 109 206 20.7 163 165° 160 145-144" Jee 


Own-account workers 0.9.26 2. 0rsaAd, pS AneniG) webs Lady Gi0 9.0, lees nena 
; ; 


Source: Department of Economics of the University of Chile and National Statistical Institute (INE). 
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S705 «ah 72 73 74 aS 76 77 78 19 80 81 82 


Source: Department of Economics of the University of Chile. 


This exceptional increase in the average rate of unemployment was due to the uninterrupted 
rise in unemployment between June 1981 and September 1982, the dramatic features of which are 
clearly illustrated by figure 2. Thus, in the latter month one out of every four workers in Greater 
Santiago was without a job. The employment crisis was extremely serious in the manufacturing sector 
and still worse in construction. In this latter sector of activity, the average number of workers 
employed dropped from around 125 000 persons in the first half of 198] to only a little over 57 000 in 
the second part of 1982, while over the same period the rate of unemployment rose from a little over 
10% to 53%. The evolution was similar, although somewhat less serious, in manufacturing. Thus, 
between March 1981 and December 1982 approximately 100 000 workers lost their jobs in the 
industrial sector of Greater Santiago, so that the rate of unemployment in manufacturing more than 
trebled over the same period, rising from less than 9% at the beginning of 1981 to almost 26% at the 
end of 1982. 
Partly because of the extraordinary severity of the drop in the global level of employment and 
partly because of the acute crisis in the financial sector, unemployment aiso hit the high and middle 
income groups in 1982. Thus, betweeen September 1981 and the end of 1982 the number of non- 
manual workers employed in Greater Santiago went down by 25% and the relative share of non- 
manual workers in the total number of unemployed rose from 27% to 32%. 
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The deterioration in the employment situation was also very marked in the rest of the country. 
Indeed, the proportion of the labour force without work in 1982 was greater in the urban centres as a 
whole than in the capital, while in rural areas the average rate of unemployment rose from 8.2% in 
1981 to 14.5% in 1982 (see table 13). 

In addition to the sharp increase in open unemployment, the employment crisis had other 
manifestations, too. The most important of these was the extraordinarily marked increase in the 
number of persons registered in the Minimum Employment Programme, which had been set up in — 
1975 to offset in part the effects of the massive unemployment generated in that year by the 
contraction in economic activity. The participants in this Programme, however, can nevertheless be 
considered as underemployed because of the nature of the work they do and above all the scanty 
payment they receive.* As a result of the drastic fall in employment in most productive activities, the 
number of participants in the PEM rose continuously and rapidly throughout 1982, from less than 


Table 13 


CHILE: UNEMPLOYMENT RATES, BY REGIONS 


(Percentages) 
ee 
Metro- Nation- 
I-IV V-VII VIlI-XI politan wide 
ow S$ WANE sh SS Eee 
Urban 
1980 
March 11.0 13.7 14.2 12.8 11 
September 10.4 13 16.4 11.6 129 
1981 
March 123 11.0 13.6 11.4 LIES 
September fliten 14.7 19a 10.8 13.2 
1982 
March 20.1 18.1 25.1 18.9 20.2 
September 24.1 237) 28.3 24.5 252 
Rural 
1980 
March 10.3 5.3 9.4 8.4 7.9 
September 8.6 12.4 8.1 12.4 10.0 
1981 
ee ES, ek 10.2 y2 Tay 
eptember 8.3 9:7 8.0 10. 
ey 3 8.8 
March 14.5 11.6 PES 7.6 11.4 
September 14.0 24.7 12.7 Loa 17.6 
Total 
1980 
eee 1 10.9 10.8 25 12.6 12.0 
eptember 10.1 13.0 13.3 
ial Pi 12.3 
March 113 9.0 L235 
: A h12 11.0 
September 10.6 13.0 15.1 
one 2 10.7 12.4 
March NOS 16.0 20.0 
: : 18.4 
September 22.2 24.0 22,9 24.3 se 


Source: Departament of Economics of the University of Chile. 


* Although the purchasing power of the monthly allowance received by the members of PEM was greater in 1982 than 
in 1981, it was still lower than in any other previous year and was 58% lower than in 1975 (see table 14). 


286 


ii 4 :> ‘ *% 
? ’ *- 9 “euie a3 rt sv 3% 


the corrected consumer price index given in table 23 below. _ 
Table 15. et 


Tis 


"TC. 3 
iitiw aistsb ia082 ‘% rer 9 2 : 33 e334 
_ «CHILE: EMPLOYMENT, UNEMPLOYMENT AND THE MINIMUM 
_______ EMPLOYMENT PROGRAMME (PEM) 


Percentage of the labour force 


oe Thousands of persons 


Tie ines U Minimum Unemms 
: ae ‘ inimum ploy nem- ed 
<r ages Employed 75 <a Employment __ less ployed ia eile f PEM 
. Programme PEM  (3)/(1) ges, G3) +) 
4)/Q) ——— 
-” (1) (2) ~ (3) (4) O) (6) (7) (8) 
1 ee 067 2785 282 2 785 92 92. 
& 1975 S112 2 661 451 73 2 588 14.5 2.4 16.8 
a 1976 3 164 2 708 ~ 456 158 2 550 14.4 5.0 19.4 
& 1977 37221 2 810 411 188 2 622 12.8 5.8 18.6 
> 1978 3 374 Pye 905 459 146 2 769 13.6 43 17.9 
Be 1979 3 481 2 999 482 134 2 865 139 3.9. Ld, 
— 1980 3 568 3 140 428 191 2 949 12.0 5.4 17.4 
= 1981 3 641 3 247 505 176 3 071 10.8 48 15.6 
— 1981° 3 688 eee AM 4\7 171 3 100 cules 4.6 52) 
— 1982 3 504 2 825 679 323 2 502 19.4 9.2 28.6 


professional persons, technicians a 


Source: For labour force, employed and unemployed, 1974-1981: ODEPLAN estimates based on data of the National 
Statistical Institute. For same items for October-December 1981 and October-December 1982 and all Minimum 
Employment Programme figures: data of the National Statistical Institute (INE). 

* October-December average. 


160 000 in February to over 336 000 in December. Thus, by the end of the year the PEM was absorbing 
more than 9% of the total labour force of the country (see table 15). 

The main factor which helped to reverse the sharp upward trend of the rate of unemployment 
in the last quarter of 1982 was the initiation of a new emergency plan called the Employment 
Programme for Heads of Households (POJH). This Programme, which generally involves the 
execution of public works with labour-intensive techniques, had as one of its main objectives the need 
to cope with the new problem represented by the existence of a high level of unemployment among 
nd skilled workers. For this reason, a differentiated system of 
the PEM was established.° As from its establishment in October 
d at the end of December it was employing close to 103 000 
lent to almost 3% of the labour force. 


payments at much higher rates than 
the POJH expanded very quickly, an 
persons, that is to say, a proportion equiva 


persons acting as project heads was 30 000 pesos; that of technical 


6 Thus, the monthly pay of professionally qualified 
s, 4 000. 


supervisors was 15 000; that of foremen, 8 000, and that of the rank and file worker 
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Three factors dominated the evolution of the external sector in 1982. These were the introduction of at 
numerous far-reaching changes in exchange policies; the abrupt drop in imports after five years of 
rapid and continual expansion, and the equally violent drop in the net inflow of capital, which had 
also increased with unusual rapidity in the preceding period. In these circumstances, both the trade 
deficit and the current account deficit went down markedly from the record levels reached in 1981. 
Nevertheless, as a result of the sharp decline in the net inflow of external loans, the balance of 
payments closed with an unprecedented deficit of over US$ 1 160 million. At the same time, the 
growth rate of the external debt went down markedly and there was a radical turnabout in the net 


transfer of resources from abroad, which, after reaching the extraordinarily high level of almost | 


US$ 3 300 million in 1981, became negative in 1982. 


a) Exchange policy | 
i) The debate. At the beginning of 1982 it was obvious that the country was facing anexternal 
imbalance which could not be sustained for long and that it could not continue to finance its 


requirements through greater external indebtedness. Thus, the current account deficit, which had 


almost quadrupled between 1977 and 1980, rising from US$ 570 million to US$ 2 025 million, 
increased even more rapidly in 1981 to the unprecedented level of close to US$ 4 900 million, which 
was equivalent to 90% of the total value of exports of goods and services. Although this enormous 
deficit had been financed by an equally exceptional net inflow of external capital of US$ 5 billion, this 
meant that in that year alone the overall gross external debt increased by 407%, while the net external 
debt rose by 70%: growth rates which clearly could not be kept up in either case. 

Although the utterly excessive current account deficit registered in 1981 was due partly to 
external factors, such as the very low price of copper and the unusually high level of international 
interest rates, it was also due partly to the exchange lag which had been building up since the end of 
1979, as a result of which both exports and import substitutes had lost international competitiveness. 

Estimates regarding the magnitude of the exchange lag accumulated between 1979 and the end 
of 1981 ranged from 25% to 32% (see table 16). The loss of international competitiveness was even 
greater if it was taken into account that during this period of time the principal component of 
domestic costs —wages— had increased by almost 20% in real terms. Thus, if the exchange lag was 
measured in the light of the rise in wages, the effective real exchange rate at the end of 1981 was 
almost 40% below its 1979 level. It was therefore easily understandable that in 1981 almost half the 
increase in domestic demand was channelled towards imports, and the marginal propensity to import 
reached the level of 40%. 

In these circumstances, it was hardly surprising that the debate on how to solve the problem of 
the exchange lag became more acute during the early months of 1982. Two irreconcilable positions 
arose in this respect, favouring respectively a nominal devaluation or domestic deflation. Both 
options sought to recover the lost competitiveness by reducing domestic prices compared with 
international prices through a depreciation in real terms, but each of them involved different 
additional risks. 

Thus, it is well known that devaluations raise the local-currency prices of imported goods and 
increase the local-currency return received by exporters. This rise in prices, however, which 
theoretically occurs only once and brings with it a change in the structure of relative prices which 
favours internationally tradeable goods, can generate or increase inflationary expectations. If these 
expectations materialize, the real initial effects of the nominal rise in the exchange rate can rapidly be 
wiped out, with the further disadvantage that the growth rate of domestic prices becomes much 
greater than it was before the devaluation. Those in favour of correcting the exchange lag through a 
devaluation maintained, however, that the net effect of a nominal rise in the exchange rate would be 
very favourable on the whole, since the high proportion of unused production capacity which existed 
would considerably moderate inflationary pressures. They also argued that the alternative 
solution —deflation— would only take effect very slowly and would also involve a considerable risk of 
possible drops in the levels of production activity and employment. 

Fares the ped the nominal exchange rate, real devaluations effected through domestic 
perate indirectly on domestic prices. In this case, the adjustment mechanism is set in 
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Source: ECLA, on the basis of information from the International Monetary Fund. 

These indexes are obtained by adding together the real exchange rate indexes for each country, weighted according to the 

geographical composition of exports or imports for Chile's main trade flows. The exchange rate index with respect to a 

_ particular country is obtained by dividing the exchange rate index applicable to the currencies of Chile and of that country by 

the price indexes for Chile and the country in question. The number of countries included in the estimates was 11, both for 

- exports and imports, representing 79.0 per cent and 77.3 per cent of Chile’s external trade in those directions in the period 
1975-1979. For further details on the methodology and sources used, see the technical appendix of the Economic Survey of 


~ Latin America, 1981. 


} » Official exchange rates. 
For deflation, the domestic products sub-index of the wholesale price index was used. 


For the purpose of deflation, the consumer price index prepared by R. Cortazar and J. Marshall was used for the years 1975- 


1978, and the INE consumer price index from 1979 onwards. 


d in the balance of payments, which, since it reduces the international 
thus tending to bring down the level of prices. In this case, 
a recession, since it may happen that the drop in domestic 
demand is assimilated, at least for a certain length of time, not only through reductions in prices but 
also through declines in production. Even so, those in favour of raising the real exchange rate through 
this formula were reluctant to jeopardize what they considered to be the great achievement of the 
economic policy practiced so far: the reduction of domestic inflation to levels comparable with 
international inflation. They also claimed that the form of adjustment which they advocated was 
already beginning to take effect. Indeed, as domestic inflation during the first half of 1982 was less 
than international inflation —and was even negative in some months— the real exchange rate had, it 


is true, begun to rise (see table 16). 
Furthermore, those in favour of this se 

authorities— considered that the adjustment cou 

what, in their opinion, represented the main cause of th 


motion by the deficit cause 
reserves, also reduces the money supply, 
however, there is a danger of generating 


cond alternative —basically, the economic sector 
Id be accelerated if it were possible to eliminate 
e reluctance of domestic prices to go down: 


289 


namely, the automatic indexing of wages in line with past inflation. They therefore proposed the 
abolition of this mechanism and encouraged the reduction of wages in enterprises by agreement. 

Those who favoured a devaluation in nominal terms, in contrast, considered that the main caus 
of the rigidity of domestic prices lay in the excessively high domestic interest rates and the consequent 
excessive financial costs. Their view was that in order to reduce interest rates it would be necessary to 
adopt a more active monetary policy (involving the abandonment of the monetary approach to the 
balance of payments and the fixed exchange rate) or to force the liquidation of overvalued assets 
(since many enterprises kept on asking for credit in order to put off as long as possible the heavy loss 
of assets that would be incurred if they were obliged to take such a decision). These circles also argued 
that deflation would necessarily tend to keep real interest rates at very high levels, since the nominal 
interest rate would necessarily have to be positive, consequently, the more intense the deflation was, 
the higher the real interest rate would be and the higher also would be the financial costs for 
enterprises, many of which were already heavily indebted. In their view, then, the deflation option 
would mean subjecting the country to a still more intense and prolonged recession. isi. 

ii) The measures. Finally, the Government decided in mid-June to carry out a devaluation in 
nominal terms, thus abandoning the fixed exchange rate policy which it had adopted almost three 
years before and which it had promised to maintain indefinitely. As a result, the exchange rate rose 
from 39 to 46 pesos per dollar and it was also announced that it would be adjusted in future at an 
annual rate of 10%. At the same time, in order to reduce the danger of a strong resurgence of 
inflation, the economic authorities announced the application of a strictly neutral (passive) monetary | 
policy whereby the money supply would only be expanded to the extent that there was an increase in 
the international reserves. 

The fact that the economic authorities themselves had belittled the value of the exchange 
measure which they finally decided to adopt, however, militated against the success of the 
devaluation, so that in reality it gave rise to great uncertainty, not only because it meant the 
abandonment of a policy which, the Government had repeatedly asserted, would be maintained for an 
indefinite length of time, but also because most of the economic agents perceived that the size of the 
devaluation carried out was not sufficient to correct the exchange lag. As a result of the reigning 
uncertainty, the international reserves did indeed not only fail to increase after the devaluation but 
actually fell significantly. Thus, the money supply continued to contract and the recession and 
unemployment continued to get worse. 

In these circumstances, the economic authorities made a second major change in exchange 
policy at the beginning of August. In order to check the loss of reserves and be able to apply an active 
monetary policy which would favour reactivation, they decided to allow the peso to float freely. 
Immediately the exchange rate jumped from 47 to 60 pesos per dollar, and within a few days it was 
fluctuating between 65 and 70. Since it was considered that the exchange lag which needed to be 
corrected called for an exchange rate of about 55 pesos per dollar at the most, the Central Bank began 
to intervene in the exchange market. Through this “dirty float’ policy it was possible to keep the 
exchange rate around 60 pesos, but this involved a loss of reserves of approximately US$ 450 billion 
in August and September, which came on top of the similar loss suffered in the previous two months. 

In addition, as the devaluation caused a drastic deterioration in the financial situation of 
enterprises with debts in dollars, the Government decided on 20 August to establish a preferential 
exchange rate for the payment of debt servicing commitments. The initial rate was fixed at 50 pesos 
per dollar, and it was provided that it would be readjusted in future according to the rate of domestic 
inflation. The Government would finance the difference between the prevailing exchange rate and 
the preferential rate. This implicit subsidy in favour of enterprises with debts expressed in foreign 
currency would naturally increase in proportion as the free market dollar diverged in value (as was the 
case in this first phase) from the preferential dollar. 

The number of new measures, their instability, and their lack of coherence —first of all, 
devaluation accompanied by neutral monetary policy; then an active monetary policy with a “clean 
float’ to start with but subsequently a “dirty float’ — made the uncertainty still more acute, and this 
was reflected in the persistent loss of reserves. A vicious circle was thus created: the bigger money 
issues through which the Central Bank sought to reactivate the economy were used by the economic 


agents to buy dollars, and this exerted upward pressure on the value of this currency and reduced still 
further the international reserves. 
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= Because of this, between the end of September and the end of October the economic authorities 
took additional measures which managed to check the drain on the reserves and the pressure on the 
exchange rate during the last months of the year. Thus, in order to reduce the flight of capital, they 
restricted the freedom to buy dollars in the banks; in order to stabilize expectations they made a 
further change in exchange policy by establishing an official reference dollar at the rate of 66 pesos, to 
be adjusted daily according to the difference between domestic and external inflation, with a 
‘maximum permitted fluctuation of 2% as regards the resulting value; and in order to stimulate the 
inflow of short-term capital, which had fallen sharply, they promised that all those granting new 
credits to the country would have the right to repurchase foreign exchange within the next six 
_ months at the official reference dollar rate. 

Finally, the year ended with a loss of reserves of almost US$ 1 200 million and an exchange rate 
E almost 90% higher than that which had prevailed until mid-June. Despite the size of the devaluation, 
. however, consumer prices rose by only 20% between the time of the devaluation and the end of the 
_ year; even the wholesale price index, in which internationally tradeable goods have a much greater 
: incidence, increased by only 40%. The relatively moderate increase in prices as compared with the 
_ rise in the exchange rate was due essentially to the enormous volume of stocks accumulated in the past 
~ and the considerable surplus production capacity in existence. All in all, then, by the end of 1982 it 
proved possible to recover to a considerable extent the international competitiveness lost during the 


A 


_ period in which the fixed exchange rate policy prevailed (see table 16). 


' b) External trade 


i) Exports of goods. After having fallen by almost 16% the year before, the value of exports 
_- suffered a further decline of the order of 4% in 1982. As a result, the total amount of external sales 
barely exceeded US$ 3 800 million, which was exactly US$ 1 billion below the 1980 figure, when the 
- value of exports reached a record level. 

The decline suffered in 1982 was attributable entirely to the deterioration in the unit value of 
exports, since their physical volume showed a substantial increase of close to 16%, which was much 
more than the increases registered on average during the period 1976-1980. As a result of the 
international recession, however, the unit value of exports dropped by about one-third in the two- 

* year period 1981-1982 (see table 17). 

- This unfavourable evolution was due both to the sharp declines suffered by the international 
prices of fish meal, molybdenum, and other minerals, and to the further drop in the price of copper, 
which in spite of the recent diversification of Chile's external trade, still generated close to 45 % of the 
country’s total value of exports of goods in 1982. Thus, after having suffered a considerable reduction 
of over 25% in 1981 and hence falling to its lowest level for over two decades, the real price of copper 
once again fell sharply in 1982 (see table 18). However, the volume of sales of copper expanded so 
vigorously that this more than made up for the deterioration in prices, so that finally the foreign 
exchange income in respect of this product was slightly greater than in 1981. 

The evolution of the value of the other traditional exports was very uneven: thanks to an 
increase of nearly 70% in their volume, external sales of fish meal increased by nearly 27%, so that 
this product became Chile’s second biggest export item, but in contrast, the value of exports of wood 
pulp went down by 15% and that of exports of molybdenum by 10% (see table 19); 

Non-traditional exports, for their part, went down for the second year running, although by a 
considerably smaller amount (-8%) than the year before, when they had dropped by 14%. The main 
cause of this new decline was the abrupt drop suffered, as in 1981, by exports of industrial goods, 
whose international competitiveness was particularly hard hit by the persistent decline in the real 
exchange rate between the beginning of 1980 and mid-1982. Thus, in 1982 their value went down by 
close to 15% after having dropped by 20% the year before. In contrast, agricultural exports —whose 
supply is less elastic in the short term with respect to variations in the exchange rate and 
international prices— increased for the ninth year running, although by a much smaller amount than 
the spectacular annual growth rates registered between 1974 and 1980. 

ii) Imports of goods. Whereas the main feature of external trade in 1981 was the sudden slump 
in the growth rate of exports, in 1982 it was the violent drop in imports, whose value went down by 
over 45% after having increased at the extraordinarily high average rate of almost 35% in the five 
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Table 18 
CHILE: PRICE OF COPPER ON THE LONDON METAL EXCHANGE 


(US cents per pound) 


_ Price indexes ; 
(1970 = 100) Real price 


Nominal 


: Brae at oN peave oe eT (US cents at oe 
rice United Unit value me. 
Ws cents States of Chilean ie B cae ak 
of each whole- imports of . 
year) sale goods and (1/2) * Sy 
prices > Heservices 
(1) (2) G) (4) (hit 
1960-1964 32.4 86.3 84.1 37.5 38.5 
1965-1970 61.0 93.0 33.5 65.6 65.3 
1971-1972 49.0 105-600 106.1 46.4 46.2 
1973-1974 87.1 133.6 152.3 65.2 2 
1975-1982 72.0 211.3 278.4 34.1 25.9 
1980 99.2 243.4 346.6 40.8 28.6 
1981 79.0 265.5 365.2 29.8 21.6 
1982 67.1 2S 341.8 24.8 19.6 q 
1982 
First quarter gars 270.2 = 26.4 
Second quarter 65.8 270.5 a 24.3 
Third quarter 65.3 Ser US L.3 24.0 
Fourth quarter 66.3 272s te 24.4 


Source: Central Bank of Chile, International Monetary Fund, and ECLA estimates. 
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Source: Central Bank of Chile. 

Preliminary figures. 

"Up to 1981 these figures were provided by the Chilean Copper Corporation. Since January 1982, however, the figures are 
prepared on the basis of the export declarations supervised by the National Customs Administration. 


previous years. As a result, after having risen from US$ 1 650 million in 1976 to nearly US$ 7 400 
million in 1981, the value of imports of goods went down to US¢$ 4 billion in 1982 (see table 20). 

Although this notable reduction was due partly toa decline of 8% in the unit value of imports 
(the first such reduction registered since 1969), its main cause was the very sharp contraction (-41%) 
of the volume of imports as a result of the severe drop in domestic economic activity and the sharp 
reduction of the net inflow of capital. 

The drop was particularly marked in the case of imports of capital goods and non-food 
consumer goods. Thus, the value of the latter went down by 56% asa result of the drop in all its main 


components, most outstanding among these being the contraction of over 70% in the value of motor 


vehicle imports. Even so, however, as purchases of non-food consumer goods had increased at an 
extraordinarily rapid rate in the previous four years, their total value in 1982 was still 10% greater 
than in 1979 and’ twice the figure registered in 1977, while their share in total imports (22%) 
continued to be very high by historical standards. For their part, imports of capital goods —which had 
increased at an extraordinarily rapid rate between 1977 and mid-1981 but which had already gone 
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down sharply in the second half of that year, went down in value by 53%: Considerably smaller but 
still very substantial drops were registered in imports of intermediate goods (-407%) and foodstuffs 
-24%). ; : As 
sn The terms of trade and the purchasing power of exports. In spite of the unusual and 
significant drop in the unit value of imports (-87%), the terms of trade suffered a further considerable 
decline in 1982 when, after having gone down by over 8% in 1980 and 21 % in 1981, they dropped by 
almost 11% (see table 17), so that the terms of trade index fell to the lowest level in the entire 54 
years for which comparable figures are available. Indeed, as this new decline was the eighth suffered 
by the terms of trade in the last 12 years, their average level during the period 1978-1982 was 
equivalent to less than half that registered in the five-year period 1966-1970 (when the world price of 
copper was very high), and it was even 32% below that corresponding to the period 1931-1935 
(which includes the most critical years of the Great Depression). 

The decline in the terms of trade suffered in 1982 wiped out most of the effects of the vigorous 
expansion in the volume of exports. Thus, although the latter rose by 16%, the purchasing power of 
external sales of goods only increased a little over 3% and was far from recovering the level reached in 
the period 1979-1980. 


sy 


c) The current account balance and capital movements 
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As a result of the notable drop in imports, there was an equally violent interruption in 1982 of 
the upward trend which the trade deficit had been displaying. Thus, after increasing more than 
fivefold in the period between 1979 and 1981 (from US$ 600 million to nearly US$ 3 400 million), — | 
the deficit on the trade in goods and services went down to a little over US$ 400 million in 1982 (see _ 
table 21). 

In contrast, net payments of interest and profits continued to increase vigorously as a result of 
the increase in the external debt and in spite of the slight decline registered in 1982 by international 
interest rates. Thus, the overall amount of payments to foreign capital in 1982 was double that 
registered in 1980 and four times that corresponding to 1978. Because of this extraordinarily rapid 
growth and, to a lesser extent, because of the decline in the value of exports of goods and services, the 
proportion of the latter represented by net payments of interest and profits rose sharply for the 
second year running. Thus, after having fluctuated around 16% during the period 1977-1980, it rose 
to 28% in 1981 and exceeded 40% in 1982. 


Table 20 


CHILE: VALUE AND BREAKDOWN OF IMPORTS OF GOODS, CIF 


Percentage 


Millions of dollars breakdown 


Growth rates 


1970 1980 1981 1982 1970 1980 1982° 1979 1980 ~ 1981 19827 


Total 956 6145 7 368 4023 100.0 100.0 100.0 45.2 30.55 19.9 -45.4 
Consumer goods 235 2070 2786 1471- 246 33.7 36.6 230 56.0 3466-472 
Consumer goods 99 1 271 2-009 881° ~10:4° 20.4 21.9 33,959 °57.7 9S Saleen 
Other than food 9927 V2 009-8817" AOA S207" 229-9) 330 = 57 7 Ste een 
Motor vehicles e035 e428? aes R: 335 3.1 952 99:8" 10S aera) 
Goods of industrial 
origin rip O68 4581 757 E: LAr 18:8. 39s sea AS Seat 
Food 136, 0899). TIT eet WPA Dts U3 Oppel 4.7, Qlorn 53 4on) 52:8; 4-249 
Intermediate goods 445 2801 3142 1876 46.5 45.6 466 70.3 15.0 12.2 -403 
Fuels and lubricants 58” #1963.) 930 S3632 6.124157 CV5.7 12355 CO Be See ae 
Raw materials 2 PEKOZ2)~ y7OSweA24 Sia) UOiSi> 2105! 246.408 Dosa? 10m 


Spare parts and 
intermediate industrial 


products cp tle 2OG. 1 SAT oe S20) ten DG. 204 AGO 5S Tiina meee 
Capital goods 276 1274 1440 676 289 20.7 168 28.9 34.7 13.0 -53.1 


Source: Central Bank of Chile. 
a Re 2 
Preliminary figures. 
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_ Portfolio investment -6 -7 - 50 “ 2 = 
_ Other long-term. capital 54 Als 1333 0-0 1 503) 2 2072 + 06 868 
Official sector 25 -158 167 96 -193 -485 930 
Loans disbursed 289 218 587 581 280 152 ~ 
Amortization payments -259 -357 -421 -485 -472 -637 ss 
Commercial banks -18 7 290 525. 14385 2472 254 
Loans disbursed ms - 18 295 593 Ol7= 2nd oe 
i Amortization payments : -18 -11 -4 -50 -147 -221 a 
% - Other sectors’ 47 191 876 882 826 1 369 -316 
) Loans disbursed 448 668 1439 1693 1645 2334 ee 
e Amortization payments -401 -478 -562 -810 -819 -965 = 
Short-term capital 68 557 449 470 1000 1107 71 
- _ Official sector -80 43 14 a 100 70 fe 
Commercial banks -36 127 58 B9 469 JBipe 71 
_ Other sectors 184 386 378 428 431 785 ae 
- Errors and omissions (net) 69 114 -126 -13 49 114 -87 
_ Global balance 331 169 745 1056 1320 139-1 165 
_ Total variation in reserves” 
(minus sign indicates an increase) -272 -125 -683._.-1 061,,.-1.331 -162 1198 
4 Monetary gold -2 -1 -1 -44 -90 1 = 
Special Drawing Rights -31 -11 a -2 1, -15 - 
4 IMF reserve position - - -50 1 -33 ui 3 
Foreign exchange assets -318 -11 -654 -848 -1177 -81 1 402 
Other assets - - = F ; wes 
Z Use made of IMF credit 80 -101 -18 -169 -57 -74 -42 
e Source: 1976-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 
“Preliminary figures. 
xe Real services also include other official and private transactions, but no factor services. 
z loans granted and other assets and 


- ©In addition to loans received and amortization payments made, this entry includes net 
i liabilities. 
The global balance is the sum of the curr 1 : 
variation in reserves of opposite sign and the global balance represents counterpart items: monetiz 
of Special Drawing Rights, and variations due to revaluation. 


ent account balance plus the balance on capital account. The difference between total 
ation of gold, allocation 


e 


295 


Nevertheless, 


drastic fall that took place in the trade deficit, so that the current account deficit shrank 
thus interrupting the very rapid rise which it had 


this increase in payments to foreign capital was not nearly as marked as the 


increased almost ninefold from US$ 570 million in 


1982, in contrast, the deficit on current operations was reduced by half (see table 21). 
In spite of this appreciable reduction in the 


radical turnabout in 1982 in 


US$ 1 200 million. 


Both the unusually large magnitude of this deficit and the fact that it occurred at the same time 
that there was a very sharp contraction in the current account of t 
when this inflow fell to less than US$ 1 280 million 
after having reached the record level of US$ 5 billion the year before. The main reasons for this 
phenomenal drop were the abrupt decline in the medium- and long-term loans procured by a 
commercial banks and the no less radical reduction in the inflow of short-term capital. Thus, while — 
the latter went down from US$ 1 100 million in 1981 to only US$ 70 million in 1982, the medium- 


contraction in the net inflow of capital in 1982, 


displayed in the previous four years, when it had 


current account deficit, there was nevertheless a 
the final result of the balance of payments, since after having 
continuously returned positive balances since 1976, it closed the year with a deficit of nearly 


appreciably, 
1977 to nearly US$ 4.900 million in 1981. In 


~~ ey 


deficit reflected the great severity of the 


Table 22 


CHILE: EXTERNAL DEBT’ 


(Billions of dollars) 


1970 1973 1975 1976 1977 1978 1979 1980 1981 1982 


I. Medium-and long-term 


external debt 2.8 
1. Public and State- guaranteed 
private debt 2) 
2. Private debt 0.5 
a) Supplier credits 0.16 
b) Lines of credit for 
importation of 
capital goods 
c) Financial credits” 0.4 
IJ. Short-term external debt 0.05 
Public sector 
Private sector 
III. Gross general external 
debt (I + II) 2.8 
IV. Net international reserves* 0.4 
V. Net general.external debt 2.4 
Servicing of medium and long- 
term debt 
Total 0.4 
Amortization payments 0.3 
Interest 0.1 
Total as a percentage of exports 
of goods and services 33 
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Ol O29203. 03 O07 13. boneee 
56°49 47 32 °° 66-_ 85.110. 1) cee 
O2 01 O01 03°11 "290%4n =a see 
3.5:5.5.0 46 49. S.Gce62en60o ihgenee 
0.2f 06 11° 12 1.3) 1908 Z4i5e3 0a 
0:13 04- 0:3 —09-—-09--1:3-—1 oe 
0.0f "0:2 "63°03" “G4 06" "09 1. 2a ee 
12:9 32o 9039: 100464 hosed shes SUS Rie ee 


Source: Central Bank of Chile, Deuda externa de Chile 1982, August 1983. 

“Amounts disbursed and pending payment at 31 December of each year. 

_Including balances and credits contracted by some private enterprises subsequently incorporated into the public sector. 

Excluding balances in respect of credits contracted by enterprises subsequently incorporated into the public sector. 
Credits entering under articles 14, 15 and 16 of the International Exchange Law and credits under Decree-Law 600. 
Corresponds to the international assets of the Central Bank, less liabilities with the International Monetary Fund. Gold is 
valued at market prices and mutual credit agreements are taken at their net value. This explains the difference compared with 
table 21, where gold is valued at 35 SDR units per ounce. 
The servicing is lower because of the renegotiation of the external debt. 
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, , CHILE 
long-term financing obtained by commercial banks —which had grown at an extraordinarily 
pid rate in the previous five years— sank from almost US$ 2 500 million in 1981 to only US$ 250 
ion in 1982. These changes also contrasted sharply with the situation as regards the financing 
ob ‘ained by the official sector, for the latter, which had reduced its indebtedness in net terms in both 
1980 and 1981 by making amortization payments which easily exceeded the amount of new loans 
received, procured net medium- and long-term resources totalling over US$ 900 million in 1982. 


(d) The external debt 


_ As a result of the sudden reduction in the net inflow of capital, there was a marked decline in 
- 1982 in the rate of expansion of the external debt. Thus, the gross general external debt, which had 
- grown between 1978 and 1980 at an average annual rate of almost 30% and had risen spectacularly in 
_ 1981 by more than 40%, grew by only a little over 10% in 1982, to total slightly over US$ 17 100 
~ million (see table 22). 

g The origin of the increase in the debt in 1982 was also very different from the previous three 
years, when the amount of public and State-guaranteed private external debt remained practically 


J 
a unchanged, whereas non-guaranteed private indebtedness increased more than fivefold from 


4 US$ 1 950 million in 1978 toa little over US$ 10 billion in 1981. In 1982, incontrast, over 70% of the 
_ increase in the total debt originated from new credits obtained by the public sector, whose global 
__ indebtedness rose by almost 22%, whereas the non-guaranteed private debt grew by only 5%. 
Furthermore, and likewise in marked contrast with what had happened up to 1980, the growth 
__ rate of the net external debt (24%) was considerably greater than that of gross indebtedness (10%), 
__ although even so it was a good deal less in 1982 than in 1981, when the conjunction of an exceptional 
expansion in the net inflow of capital and the loss of about US$ 300 million from the net 

international reserves caused the net external debt to increase by an extraordinarily large amount 
= (70%). 

Finally, although in 1982 there was a sharp decrease in payments of principal on the medium- 
and long-term debt, the increase in interest payments and the decline in the value of exports of goods 
and services meant that the proportion of the latter absorbed by the medium- and long-term external 
debt servicing costs was not only very high (59%) but was also considerably greater than the already 

. high levels registered between 1977 and 1980 (see table 22). 


4. Prices and wages 


a) Prices 


As already noted, inflation underwent a marked resurgence in 1982, after the consumer prices 
registered in 1981 had shown one of the smallest variations (9.5%) in the last 30 years. Thus, the 
1982 increase in consumer prices (20.5%) was not only more than double the previous year’s rate but 
also represented a clear break in the previous steady downward trend shown by inflation since 1974. 
The turnaround was even more marked in the case of wholesale prices, which rose by close to 40% 
during 1982 after having gone down by almost 4% in 1981 (see table 23). 

In actual fact, the reversal of the downward trend of inflation was even sharper than the above 
figures suggest, since that downward trend continued until well into the year. As may be seen from 
figure 3, up to May the monthly variations in consumer prices were only very small, while those in 
wholesale prices were actually negative. Because of this, in May 1982 the consumer price index was 
only 3.7% higher than in the same month of the previous year, while over the same period wholesale 
prices had undergone a decline of over 8%. Thus, in practice the whole increase in price levels took 
place in the second half of the year, when consumer prices rose by 20% and wholesale prices by 40%. 

Both this sharp reversal of the past trend of inflation and the fact that this was much more 
marked in the case of wholesale prices than in that of consumer prices primarily reflected the effects 
of the devaluation decreed in mid-June and the additional increases in the exchange rate in the second 
half of the year. As was to be expected, the changes in exchange parity had much more influence on 
the wholesale price index —which mainly includes internationally tradeable goods— than on the 
consumer price index, in which non-tradeable goods and services have a relatively higher weighting. 
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. . . . . ’ i i aI hant ~ 
For the same reason, the variation in the prices of imported goods was considerably greater than that 
in the prices of domestically produced goods. In contrast, the incidence of the in bo hed ree 
smaller in the case of the index of building costs (in which labour costs predominate), ~ — - re, 
increase (a little over 5%) represented an additional indicator of the enormous decline suffered by the 
construction sector in 1982. 


b) Wages 

In spite of the very marked decline in economic activity and employment, the average level of 
real wages in 1982 was practically equal to that registered in 1981 (see table 24). This weet 
displayed by the annual averages concealed, however, the very different trends displayed by the rea 
value of wages and salaries in the course of the year, partly as.a consequence of the equally marked 
changes in the evolution of inflation in this period, and partly because of the modification of the 
legislation concerning the readjustability of wages. eos 4 

In nominal terms, wages and salaries did not undergo any significant change in 1982. For this 7 
reason, and since there was virtual stability of prices in the first half of the year, wages kept the gains — 
obtained in the course of the previous year, when they had been readjusted in terms of the past 
variation in prices and inflation was rapidly going down. Thus, real wages in the first half of 1982 — 
were 10% higher on average than those of the corresponding period of the previous year, even 
though the country was already sunk ina serious recession. In the’second half of the year, however, the 


Table 23 


CHILE: EVOLUTION OF DOMESTIC PRICES 


1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 
oe ee Ie ee 


Variation from December to December 


Consumer price index 508.1 375.9 340.7. 1744... 63.5 30:3, 389 312 5 Oy ae 
Food 4742 392.0 321.3 1674 ~594° 25.5 419° 308° OT ie 
Corrected consumer price 
index* 605.9 369.2 343.3 197.9 $84.2 372 
Wholesale price index 1 147.1 570.6. 410.9 1515 65.0 389 58.3 281 =3:9° 38% 
Imported products 16922" 7145 363.8 - 1301, 792 222 675 1235 “Op oe 
Domestic products 1 0212 517.5 4249. 1571. G17 432 563 319 -43 or 
Agricultural products 512.9 ~ 381.0 565.2. 148.6 53.0 48.9 522 27.7°-145 409 
Mining products 1 503.1 823.3) 381.8» 14727-o uy 46.65'40:65-85.6 -B2:8ie 121 339 
Manufactures 1.244.205 5527.4 §-350.7.. 1652, « 70,8..39,6)..55.39033.9 B-OOmaae 
Index of building costs 681.9. 315.4. 328.1. 195.1.» 781. 43.7. 448 318.145 eee 


Variations between annual averages 


Consumer price index 352.8 “) S047» 374:7: 5 2119.00 192.0540. dey 33.4 9135.1 219 J eee 
Food 376.5 513.7, 359.6. 212.8), 1 86.2~.34.60,3141,.336.1.,, 142 ae 
Corrected consumer price 
index* 441.0 497.8 379.2) 232.8) 113.8 50:0 
Wholesale price index 511.4 1029.0 482.0 2211 860 429 494 396 91 7.2 
Imported products 580.4 1349.8 445.9 201.6 998 349 41.7 37.7 44 109 
Domestic products 492.2 926.9 486.0 2261 82.8 45.0 51.3 400 101 64 
Agricultural products 448.2 6401 "567.2 245.9" “793 347° 51.8 4T4 - 27 ee 
Mining products 499.4 "1 50353 478.85 191.7) 73.25 2170340 225 ae 
Manufactures 505.1 9698 -A20.7 215.598 18741525) ASS* 4133 M163) 299 


Index of building costs 333:9  °233.20°109:0e054:99' 42.7407 12 2S 
Source: National Statistical Institute; Camara Chilena de la construccién; José Yafiez, ‘Una correccién del indice de precios al 
consumidor, 197 1-1977", in Comentarios sobre la situacién econdmica, Departament of Economics of the University 
of Chile; and René Cortazar and Jorge Marshall, “Indice de precios al consumidor en Chile: 1970-1978", Estudio 
CIEPLAN, N° 4, November 1980 


“1971-1973: based on the index of YAfiez; 1974-1978: based on the index of Cort4zar and Marshall. 
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sharp acceleration of the inflationary process significantly eroded the purchasing power of wages, 
whose nominal value remained almost unchanged, as already noted. Thus, in real terms the level of 
wages and salaries in the second half of 1982 was 8% below the same period the year before and 10% 
below the first half of 1982. - 
This deterioration was also due, to a considerable extent, to the changes made in wages policy 
with the aim of helping the June devaluation to lead to an effective change in the structure of relative 
prices and a real decline in the cost of labour. Thus, the law providing for the automatic adjustment of 
wages and salaries of workers not eligible for collective bargaining each time that the accumulated 


rise in the consumer price index exceeded 10% was cancelled. Furthermore, changes were also made ~ 


as from June in the rules defining the “wage floor”, ie., the provision whereby in all new wage 


negotiations the employer must offer as a minimum the wage provided for in the prevailing contract, 


plus an adjustment equivalent to the inflation accumulated since that contract came into effect. In 


1982, this “wage floor” was lowered, since in accordance with the new rules it was set at the wage level 


prevailing in June 1979 (the month in which the Labour Plan began to be applied), plus the 
adjustment corresponding to the inflation accumulated since that month. In practice this change 
meant that workers had to renegotiate —in a context which was very unfavourable for them in view 
of the very high level of unemployment— to try to keep the considerable real improvements in 
income which they had obtained in the previous three years. Finally, in the case of the public sector 
the highest salary levels were made subject to a temporary reduction —to last for two years— by the 
amounts by which they exceeded certain levels, while the wage increases for personnel covered by the 
Unified Salary Scale which were due to be given in 1984 were postponed for the period 1985-1987. 


5. Monetary and fiscal policy 


a) Monetary policy 


In 1982, monetary developments were conditioned by the interaction of four factors: exchange 
policy, interest rates, the financial crisis, and the generalized uncertainty regarding the progress of 
the economy and the economic policy. 

i) The main monetary aggregates. During 1982 the monetary policy depended to a considerable 
extent on exchange policy, which, as already explained, underwent a number of far-reaching changes 
as from June. During the early months of the year, the maintenance of a fixed exchange rate meant 
that the monetary policy was necessarily passive, with the evolution of the money supply 
subordinated to the variations in the level of the international reserves. In practice, however, in view 
of the growing symptoms of external imbalance the maintenance of the exchange parity was 
increasingly losing credibility and generating a heavy loss of reserves, with a consequent absolute fall 
in the money supply. Thus, in the first five months of the year the reserves went down by around 
US$ 300 million, while the money supply dropped by 13%. 


Table 24 
CHILE: EVOLUTION OF REAL WAGES AND SALARIES 


(1970 = 100) 


1971 1972 1973 1974 1975 1976 1977 1978 ©1979. 1980" Tosh) 4oae 


Index of real wages 
and salaries 119.3 1082 714 648 621) .63.0.. 71.1..75.7, 82080894 97 500mm 


Variation during 


the year 19.3 -9.3 -340 -91 -3.3 05> 129 REG. 4 8.3 9.0 91 -04 


Source: Index of nominal wages and salaries of the Nati isti i 
I wa onal Statistical Institute (INE), deflated for th i - 
ee ee sf Yafiez, op. cit.; for the period 1974-1978 by the orriclol oscil 
eer azar and Jorge Marshall, op. cét.; and for the period 1979-1982 by the consumer price 


“For the years 1970-1976 the figures c d i i 
ake cha eee pee to the average for April, July and October, while for 1977-1982 they represent 
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CHILE 
Table 25 


CHILE: MONETARY INDICATORS 


December averages 
for each year, in Growth rates 
billions of pesos 


1980 1981 1982° 1979 1980 1981  —1982° 


Money issue (E) 5 ee ear ge ME gah ry ee BT 79s 
Total money supply 140.2 143.1 114.8 59.1 77.9 2.1 -19.8 
a Private sector (M,) 75.9 82.5 75.0 58.7 59.5 8.7 -9.1 

Public sector (PS) 64.3 60.6 39.8 59.6 106.1 -5.8 -3.4.3 


4 


Term deposits (TD)” BaP Aelrt 1244660273. Aic292, Sch WAL 267,884, 1L9 
“From 30 a 89 days 85.8 206.8 2215 42.9 52.1 141.0 7.1 
From 90 to 365 days 37.0 12-5 28.4 2175 111.4 -66.2 127.2 
Readjustables Dh 2.6 24.4 12845 279.5 -90.6 838.5 
Non readjustable S35 9.9 4.0 104.7 -8.8 6.5 -59.6 
Over one year 19.6 25:3 23.7 160.1 366.7 29.1 -6.3 
Private money + term deposits 
(M, = M, + TD) 218.3 527.1 348.6 66.6 66.3 49.8 6.6 
Bank quasi-money (D,)° 196.1 305.6 338.3 78.5 80.2 55.8 10.7 
Term deposits 142.4 244.6 273.6 25 70.1 71.8 11.9 
Savings deposits 39.8 44.0 47.8 82.7. 147.2 10.6 8.6 
Loans by the banking system 
National currency 251.6 482.1 519.6 100.8 92.9 91.6 sy 
Foreign currency* 5 264.0 7899.9 6 431.0 39.6 73.3 50.1 -18.6 


Source: Central Bank of Chile, Sintesis Monetaria. 
,Preliminary figures. 
Includes bonds of the Department of Savings and Investments (DAI). 


_ ‘Includes other deposits for less than 30 days. 


4 Millions of dollars. 


The June devaluation did not succeed in stopping either the loss of reserves or the decline in the 
money supply. This was due partly, as already explained, to the fact that the devaluation was relatively 
small in the light of the magnitude of the accumulated exchange lag, and partly to the fact that the 
devaluation gave rise to still greater uncertainty. Nor was the contraction of the money supply 
stopped with the decision to allow the exchange rate to float freely, since after a short time the Central 
Bank began to sell dollars in order to regulate the market, so that it continued to lose reserves and 
absorb money. 

In short, as long as the considerable uncertainty about the prospects of the economy and 
exchange policy persisted, the efforts of the economic authorities to expand the money supply were 
frustrated by the public’s desire to buy dollars. Consequently, it was only at the end of the year —when 
the price of the dollar reached a very high level and restrictions were imposed on its sale to the 
public— that it proved possible to stop the loss of reserves and increase the money supply. Even so, in 
the course of the year the latter registered a drop of 20% in nominal terms and 35% in real terms (see 
table 25). 

Furthermore, although quasi-money grew by 11% during the year, the whole of this increase 
took place in the first quarter. This was particularly significant, since quasi-money had expanded at an 
average rate of approximately 70% per year in the previous three years and the real interest rate on 
deposits paid in 1982 was, together with that paid in 1981, the highest since 1977. Because of the 
generalized uncertainty and lack of confidence, however, the movements of time deposits came to be 
much more sensitive to the expectations regarding the evolution of the exchange rate and the 
government intervention in the financial system than to the real level of the rates of interest they 
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could earn. In these circumstances, the dollar became once again the safest instrument for keeping 
money, and the banking system’s loans in foreign currency, which had expanded at a very rapid rate in 
the previous three years, fell by almost 20% in 1982 (by around US$ 1 500 million). 

Finally, because of the decline suffered by real interest rates after the devaluation and the 
expectations of a resurgence of inflation, there was a heavy transfer of funds to readjustable deposits, 
whose total amount increased almost ten times while that of non-readjustable deposits went down by 
60% (see table 25). 

ii) Interest rates. In 1982 the real interest rates charged for short-term loans remained at the — 
very high levels of the previous year, which were three times the 12% rate registered in 1980. This 
was partly due to the fact that the demand for credit continued to be very high because an increasing _ 
number of economic agents tried to avoid or postpone the liquidation of their assets during a clearly 
recessive period, and it was also due to the growing doubts regarding the maintenance of the 
exchange parity. As a result, during the first half of the year real interest rates reached an extremely | 
high average level of around 50% per year (see table 26). 7} 

After the devaluation, nominal interest rates rose, but much less than prices, so that in the 
second half of the year the real interest rate dropped to-a little under 22% per year, fluctuating from — 
0.04% per month in September to a maximum of 4.2% in December. These sharp fluctuations were 
due partly to the interaction between the pressing need for credit and the severe monetary _ 
restrictions, and partly to the abrupt monthly fluctuations in the consumer price index. | 

iii) The financial crisis. In the course of 1982, the deterioration of the banking system gradually | 
got worse, obliging the authorities to take corrective measures which culminated in the first few days 
of the following year with the compulsory liquidation or government intervention of numerous 
financial institutions and the virtual seizure of control by the Government of a very considerable part 
of the national private banking system. This appeared to represent the completion of the cycle begun 
at the end of 1981 with the government intervention of eight financial-sector institutions whose 
loans represented a quarter of total bank credit in national currency and to which the Government 
transferred resources equivalent to some US$ 600 million in order to guarantee the deposits held in 
them by the public and enterprises and the commitments into which these institutions had entered 
with foreign firms. 

In actual fact, the high real interest rates, the heavy loans made by some banks to firms that 
were related to them without demanding adequate guarantees, and the sharp drop in domestic 
demand meant that by the beginning of 1982 the portfolio of overdue debts acknowledged by the 


Table 26 


CHILE: BANK INTEREST RATES 


1977 1978 1979 1980 1981 1982 1982" 
I II Ill IV 
Nominal 
Short-term deposits 93.7 628 45.0 374 408 478 389 324. 501 Siam 
Short-term loans 1563 "" 85:35" 62.0" 469" 51-9" 2 G35 5D. 47.8 642 88.2 
Real 
Non-readjustable 
Operations 
Short-term deposits” 52° 187 46" 47-9 286) $22.5 37.36 aie: 5.5 
Se enmilcans’ 39.1 35.0 166 120 387 35.1 533 47.1 1305 30 
Readjustable operations 
Deposits 15.5 7-5: 14.5 8.4 Heyl 12.0 14.6 17.4 10.7 Dh 
Loans = ee: 15.4 14.5 16.9 LTA ne203 18.9 Liss) 


Source: Central Bank of Chile. 
Annual rates projected on the basis of quarterly rates. 


Calculated on the basis of the nominal rates publish ice i 
the published by the Central Bank, the corrected iven i 
23, and the consumer price index of the National Statistical Institute (period 1979-1982), Sasha Sessa 
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ee ie Table 27 


CHILE: GENERAL INDEX OF NOMINAL AND REAL 
PRICES OF SECURITIES 


IGPA’ 

; cpr ¢ IGPA IGPA 

(nominal) wee real A real B 

Z Pee Oe. OU ee Oro 

FAnoual 

averages 

: 1980 100.0 100.0 100.0 100.0 100.0 

i 1981 90.7 119.7 109.1 75.8 83.1 

1982 75.4 131.6 116.9 Re: 64.5 

_End-year 

_values 

~~ 1980 100.0 100.0 100.0 100.0 100.0 
1981 74.5 109.5 96.1 68.0 Tie 
1982 66.6 NN 3) 134.2 50.4 49.6 


Source: ECLA, on the basis of information from the Central Bank and the National Statistics Institute. 
,IGPA: General index of security prices. 

CPI: Consumer price index. 
_ “WPI: Wholesale price index. 


" private national banking system was equivalent to almost 30% of its total capital and reserves. This 
proportion continued to rise rapidly during the first half of the year until it was nearly 50%, in spite of 
the use of various legal expedients serving to conceal the true weight of these loans —which it would 
be very difficult to recover— within the total portfolio. 

Furthermore, the steady worsening of the financial crisis during 1982 reflected to a considerable 
extent the progressive deterioration of real economic activity and the drastic decline in domestic 

_ demand —both factors which helped to reduce the operational income of enterprises— as well as the 

" accumulated effects of the very high real interest rates charged in 1981, which amounted to 39% (if 

- the nominal rates were deflated by the consumer price index) or as much as 58% (if these rates were 
deflated by the wholesale price index). As already noted, the real level of interest rates was even 
higher in the first half of 1982. Thus, for an average enterprise the accumulated real interest rate for 

the 18 months between January 1981 and June 1982 was between 71% and 105%. At the same time, 
there was a slump in the real prices of stocks and shares: the general index of share prices (as deflated 
by the wholesale price index) went down from a value of 100 in December 1980 to 78 at the beginning 
of 1982 and only 50 at the end of that year (see table 27). 

The situation was made even more complicated by the difficulties encountered by the banks in 
procuring resources to enable them to finance the capitalization of overdue interest payments. 
Indeed, as the inflow of external credits went down appreciably in 1982, it was only the unstinted 
support of the Central Bank to the institutions which had been officially intervened or were in 
liquidation which made it possible to free resources to be channelled to the other banks. 

The June devaluation gave rise to contradictory effects on the financial situation. As already 
noted, the real interest rate (as deflated by the consumer price index) dropped from 3.0% per month 
in May to 2.3% in July and 0.8% in August, while its decline was even more marked if the nominal 
interest rates are deflated by the wholesale price index. 

However, because of the big change which took place in the structure of relative prices as 
between internationally tradeable and non-tradeable goods after the devaluation, the resulting relief 
provided by the decline in interest rates was distributed very unevenly among the different sectors. 
Thus, for domestic entrepreneurs producing goods included in the wholesale price index, the real 
interest rate dropped from 3.0% a month in the first half of 1982 (when that index was going down in 
absolute terms) to’ 0.4% in July and -3.27% in August, when the prices of tradeable goods rose 
markedly as a consequence of the rise in the exchange rate. In contrast, for producers of non-tradeable 
goods and services the new nominal interest rates —which were higher than the previous ones 
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because of the resurgence of inflation brought about by devaluation— tended to be the actual rates: 
applicable in real terms, since the prices of non-tradeable goods and services either did not change or 
even went down in nominal terms. et ore F ; 

For the enterprises with debts expressed in dollars, however, the change in exchange parity 
decreed in June had a devastating effect, since their liabilities increased by the same percentage as the 
devaluation. At the same time, the fear of a further rise in the exchange rate gave an incentive for the 
advance payment of debts taken out in foreign currency and the accumulation of deposits in dollars. 
Furthermore, the pressure to obtain short-term financing was still further increased, and the banks 
did not do much to resist this, since they wanted to avoid a situation where their portfolio of overdue 
debts would appear in their accounts as compromising increasing percentages of their capital and 
reserves. 

In the face of this emergency, the Government decided to establish a preferential exchange rate 
for foreign currency debtors and offered to buy their overdue or high-risk portfolios from the banks in © 
exchange for promisory notes which the banks would have to buy back with interest after 10 years. 


The establishment of this preferential exchange rate finally helped to relieve the situation of 


enterprises and persons with debts expressed in dollars and it also moderated the pressure on the ~ 
prices of stocks of imported goods. This measure did not help the enterprises with liabilities in 
national currency, whose global debt to the banks was just as big and which, unlike those who had 
taken out debts in dollars, had been paying highly positive real interest rates in the previous years. In 
order to correct this discrimination and relieve the pressure on the financial system, the Central Bank 
announced at the end of October a programme of renegotiation of debts in national currency up to a 
maximum of 35 million pesos in each case. 

As already noted, the temporary freeing of the price of the dollar and the substantial further 
devaluation carried out subsequently helped to increase uncertainty during the third quarter of the 
year. In the face of a sharp decline in real domestic interest rates and a wait-and-see attitude on the 
part of the international banking system, enterprises preferred to continue taking out debts in 
national currency and not renewing their dollar loans. Because of this, and also because of the 
slackening of inflation, interest rates once again rose sharply at the beginning of the last quarter. The 
persistence of these high interest rates was attributed by the authorities, however, to the reluctance of 
the banks to take legal recovery proceedings against their debtors, which the authorities claimed, 
would have caused the total demand for credit to go down, thus making it possible to free resources for 
the enterprises which really were viable. The financial crisis also got worse because (in view of the 
possibility that a generalized moratorium might be decreed) many enterprises —including some 
which did not have any serious liquidity problems— stopped servicing their commitments to the 
banks. 

In these circumstances, in November the Government appointed supervisors for each bank in 
order to classify the latter's debtors into viable and non-viable enterprises, the criterion used for this 
purpose being the determination of whether the income of these enterprises covered their 
operational expenses or not. In practice, however, the process of discrimination between viable and 
non-viable enterprises was hindered by the fact that it was not sufficiently clear whether, in carrying 
out this appraisal, it should be assumed that the recessive situation would continue in the future or 
whether a more normal context should be expected: that is to say, whether a short or long-term 
horizon should be used. 


b) Fiscal policy 


In 1982, the fiscal deficit was close to US$ 300 million (at 1976 prices), which was equivalent to 
2.4% of the gross domestic product and was the biggest deficit since 1974 (see table 28). This 
negative balance came after the surpluses which had been obtained in 1979 and 1980 and which would 
also have been registered in 1981, had it not been for the Government's decision to make some 
external debt service payments in advance. The actual turnaround in the fiscal position was thus even 
more marked than would appear at first sight. 

Indeed, in 1982 both the national currency and foreign exchange budgets showed deficits, which 
were due in both cases to the fact that income dropped, while expenditure remained almost 
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cota ks 


Se seevice of public debt 
_ Other expenditure 

3. Deficit (1-2) 

4. Deficit/total expenditure 
_ (percentage) 


> 
mF + 


1. Current income 
_ Copper 
_ Direct taxes 
_ Indirect taxes 
_ _Non-tax revenue 
_ 2. Total expenditure 
Servicing of public debt 
Other expenditure 
~ 3. Deficit (1-2) 


a Deficit/total expenditure 
_ 5. Deficit/gross 

domestic product 
6. Current income/ 

gross domestic product 
7. Total expenditure/ 


oa ey vay ky SPOR 


“Preliminary figures. 


Including advance payments of 9 565 million pesos. 


z ‘Surplus. 


ae 0.6° 


56.0 


59° 


eae 0” oe 8 eS 
B Income and expenditure in foreign currency 

(Millions of dollars at current prices) , 
216 219 383 374 360 1 007 523 439 
191 17 352 A055) 331 840 976 449 402 
2) 42 Sy 21 29 24 41 74 oui 
619 556 695 624 675 679 1178 1550 564 
S35 SBR N SHE GAS ON NGO TOE 52K OSB 27040 
281 168 151 179 168 156 220 280 154 
402 337 312 250 Bid 184° dest 037, 125 
6449 606 449 40.1 46.7 ZA ASS 66.9" 22.2 

C. Consolidate income and expenditure 
(Millions of dollars at 1976 prices) 

2391 2360 2313 2499 2688 3 104 3582 3840 3310 
248 193 352 314 253 509 519 219 192 
622 674 515 564 604 2 843 914 27 

ec54 Song SA Se00 aess3e 1 GaVe=P 717" “1 965 “2290 2279 
278 105 62 68 150 126 255 417 319 

3536 2607 2540 2699 2788 2 896 3507 4022 3 603 
Sat ee tte pet hGtnd FASS os AUB Se 446: 7104 ie 651% 1/239 

3,054/ -2.160. 1974. -2 264-2370. 2 450. .2.797.--3.371 .-3 364 

1 145 247 227 200 100 208° 5 fe 182 293 

D. Coefficients 
(Percentages) 
32.4 95 8.9 74 3.6 je i Dale 4.5 8.1 
10.5 2.6 23 1.8 0.8 ys -0.6° 12 2.4 
21.9 24.8 235 23.1 23.0 24.5 26.3 26.7 26.7 
32.4 27.4 25.8 24.9 23.8 22.8 D5ni, 27.9 29.0 


- ‘Including advance payments of US$ 422 millions. 


“Including advance payments o 
‘including advance payments o 
8Including advance payments o 


f US$ 867 millions. 
f US$ 346 millions at 1976 prices. 
f US$ 423 millions at 1976 prices. 


gross domestic product t 


Source: Ministry of Finance, Budget Office. 
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unchanged in real terms.’ To some extent, the containment of expenditure was rather surprising, 
since in 1982 there were two factors tending to raise expenditure automatically. On the one hand, 
there was an increase in disbursements to finance the special employment programmes (PEM and 
POJH), the number of beneficiaries of which doubled in 1981 as a result of the hiring of an additional 
6% of the labour force. On the other, the inauguration of the new social security system meant a 
growing deficit, as was expected, since as well as reducing the number of active workers contributing 
to the old system this increased the number of retired persons to whom the State had to pay a pension. | 

If it had not been for these automatic increases in expenditure, the deficit would probably have ; 
disappeared. Bearing in mind the severity of the recession in 1982, this shows the Government's © 
subjection, at least during most of the year, to the theory and practice of the “automatic adjustment” } 
and its reluctance to follow a decisively anticyclical public expenditure policy. Indeed, during the first — 
half of the year the Government took several measures to reduce its expenditure and increase taxes in — 
order to try to avoid a deficit. Thus, although the 1982 fiscal year did end up with a deficit, this was not — 
the result of a contracyclical effort made in the context of economic policy but was due, instead, to the 
fact that the marked decline in the product caused an equally sharp drop in fiscal revenue. 


7 ate itt 
* When the ents analysed, it is seen that the apparent decline’ in expenditure was due to the fact that in 1981 
servicing payments totalling US$ 867 million in respect of the public debt were made in ad is item i 
ee ee p ade in advance. If this item is excluded, then 
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4 ECUADOR 

4 1. Recent economic trends: Introduction and summary 
“The gradual deterioration of the economic situation in recent years led to an increase of barely 1.4% 
of the gross domestic product in 1982 and to a decline of nearly 2% in the per capita product: 
something which had not occurred since 1969 (see table and figure 1). 

a Similarly, the scant increase of the global product became slightly negative in the case of gross 
_income with the new deterioration in the terms of trade, which have dropped by 14% in the last two 
years. 

5 The acute external imbalance, which occurred in 1981 when the current account deficit of the 
balance of payments reached unprecedented figures and international reserves decreased sharply, 
precipitated the gradual deterioration in the economic situation and contributed decisively to the 

“recession and to the change for the worse in the indicators observed in all sectors and variables of the 

economy during 1982. 

All production activities suffered to a greater or lesser extent from the containment of demand, 
financial difficulties, restrictions in public spending and low investment levels. Only a few activities 
~ —such as manufacturing, stock-raising, fishing and some basic services— succeeded in maintaining a 
certain dynamism. On the other hand, agricultural production decreased by more than 2 %, affected at 

first by a drought and later by heavy rains and floods, and construction also dropped slightly. Oil 
production, for its part, stayed at the levels of the previous year and services increased at the same 
slow rate as the economy in general. 

With regard to external trade and financial relations, the precarious levels recorded in 1981 

_ generally did not get much worse. Exports decreased by more than 8%, affected by lower sales of oil 

* and of the main manufactured products. On the other hand, coffee, cocoa and seafood exports rose 

_ sharply. 

Due to difficulties which arose in marketing, the volume of oil exported decreased by 6% and its 
average price dropped from US$ 34.50 to US$ 32.50 per barrel. Together with the drop in sales of 
petroleum products, this meant a drop in income of US$ 200 million. 

Imports, for their part, decreased by a percentage similar to that of exports, as a result of the 
measures taken for that purpose during the year and of the currency devaluation which made them 
more expensive: the lower demand for imports from a depressed economy also helped to contain 
them. 

This development in trade relieved the imbalance slightly; nevertheless, it was offset by a 
relatively small increase in interest payments, finally giving rise to a current deficit not much higher 
than the extremely high deficit recorded in 1981 and in which outflow for interest payments 
accounted for a high share (see figure 1). 

As regards the capital account of the balance of payments, the high amortization payments on 
the external debt meant that the inflow of capital was insufficient to cover the current imbalance, and 
for the second consecutive year it was necessary to make use of the international reserves, this time in 
the amount of US$ 330 million. At the end of the year, their availability, without considering gold, 
amounted to US$ 304 million: a little over half of them had been lost during the course of the year. 

At the end of 1982, the total external debt amounted to US$ 6.3 billion. However this figure 
could have been substantially higher if in August the flow of external loans to the public sector had 
not been checked and loans to the private sector restricted. The year closed with an external debt 
US$ 430 million higher than it had been one year before, so that its growth rate dropped 
abruptly. But apart from the size of the debt, the most noteworthy fact was the magnitude attained by 
its service —US$ 1 970 million in amortization payments and US$ 780 million in interest— which 
slightly exceeded the total value of exports of goods and services. The Government, concerned by the 
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size of these payments, began steps in October to refinance the external public debt falling due _ 
between the beginning of November 1982 and the end of 1983. - a 

For the purpose of improving the difficult external payments situation and safeguarding tk ie 
international reserves, the monetary authorities devalued the currency. First, in March, an exchange 
rate of 30 sucres per dollar was established for a number of operations which until then had been 
carried out at the official rate of 25 sucres. Subsequently, in May, the official rate rose to 33 sucres per 
dollar. This did not prevent the price of the dollar in the free market from doubling between then and 

f the year. 

ce pis bee stabilization programme was implemented which involved a broad series of 1 
measures designed mainly to correct the external imbalance, reduce the fiscal imbalance, reactivate 
production and contain a possible renewal of inflation. The Monetary Board also reformulated the | 
monetary programme for the rest of the year, which more or less coincided with the actual increase 
recorded in money supply (approximatey 21%). This improved somewhat the difficult liquidity 
situation which the economy had been experiencing in 1981. Higher interest rates were also fixed, but _ 
‘in any case they continued to be too low to encourage domestic savings. ; 


~ 


Table 1 


ECUADOR: MAIN ECONOMIC INDICATORS 


ee 
17d 1978 1979 1980 1981 1982 


A. Basic economic indicators 
Gross domestic product at market 


prices (millions of 1970 dollars) 4.995. S313 eo 595 925 86946 1365 eG2ZE 
Population (millions of inhabitants) 752 7.54 7.78 8.02 8.28 8.54 
Per capita gross domestic product 

(dollars at 1970 prices) 681 705 719 732 741 728 


Growth rates 
B. Short-run economic indicators 


Gross domestic product 6.5 6.6 5.3 4.9 4.5 1.4 
Per capita gross domestic product 3.4 3.5 2.1 1.8 13 -1.7 
Gross income” 6.7 33 8.5 ao 3.0 -0.3 
Terms of trade (goods 
and services) 48 -8.7 18.8 95 -6.4 -8.6 
Current value of exports of goods 
and services 12.3 7.0 41.5 18.9 1.6 -8.6 
Current value of imports of goods : 
and services 35.2 22.1 25.1 Li 6.8 -8.0 
Consumer price index 
December - December 9.8 11.7 9.0 14.5 18.6 24.3 
Variation between annual averages 13.1 Ere 10.3 13.0 16.5 16.1 
Money 31.0 10.2 27.4 any 12.5 20.9 
Minimum wage in real terms® -13.1 -7.6 21.6 76.5 -14.2 -9.5 
Current income of government 125 15.8 2k 62.7 47 14.1 
Total expenditure of government 16.9 17.2 78 47.9 42.4 10.9 


Fiscal deficit/total expenditure of government* 26.2 ea 18.1 10.0 33.8 32.0 


Millions of dollars 
C. External sector 


Trade balance (goods and services) -182 -463 -299 -147 -304 -297 
Balance on current account -377 -730 -634 -6/2 =1027 —-1.070 
Balance on capital account 489 736 698 942 656 742 
Variation in international reserves 146 13 87 291 -381 -328 
Total external debt 1 264 2 975 3554 4 667 5 871 6 314 


Source: ECLA, on the basis of official data. 
» Preliminary figures. 
Gross domestic product plus terms-of-trade effect. 
“Including various bonuses and allowances. 
Percentages. 
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Contrary to expectations, the currency devaluation in May did not have immediate effects on 


domestic prices, which only began to rise again in September. In October the price index began to 
reflect the effects of the doubling of gasoline prices and the elimination of the wheat subsidy, and at 
the end of December the variation in the index compared with December 1981 had reached 24%, 
which is the highest inflation rate recorded since 1950 at least. ; 

The consequent rises produced by the increase in the price of gasoline and several basic 
consumer products had far-reaching social repercussions, resulting in strikes and shutdowns in 
demand for pay rises. At the beginning of November the minimum wage for workers in general was 
raised from 4 000 to 4 600 sucres per month, in addition to other fringe benefits and special bonuses. 
Nevertheless, the average minimum wage during the year dropped by around 10% in real terms after 
having already decreased by 14% in 1981 (see table 1). 

The austerity measures regarding public spending, which were stepped up in the middle of the 
year for the purpose of reducing the high fiscal deficit, barely fulfilled their objective. Although total 
expenditure decreased by approximately 5% in real terms, income also decreased, although to a lesser 
extent, for which reason the ratio between the fiscal deficit and the gross domestic product only went 
down from 5.8% to 5.2%. * 


2. Trends in economic activity 


a) Total supply and demand 


An estimated increase of barely 1.4% in the gross domestic product in 1982 completed four 
years of continual decline in the product's growth rate. This was in sharp contrast to what occurred in 
the period 1976-1978, when the product grew at the rate of 7.4% per year. This gave way, however, to 
a virtual crisis situation which worsened from year to year and eventually deteriorated into the acute 
external imbalance which occurred in 1981 and continued into 1982 (see table 2). 

The gradual slackening of global production was accompanied from 1980 on by a decrease in the 
volume of imports of goods and services, which, although slight in 1980 and 1981, exceeded 9% in 
1982. This decrease in imports occurred as a result of the measures adopted to reduce them, in an 
attempt to equalize the balance of payments, and as a result of the devaluation of the sucre. Other 
factors contributing to their decrease were the reduction of external credit from suppliers which 
occurred in the third quarter of the year and the sluggishness of economic activity. 


Table 2 
ECUADOR: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage G h 
at 1970 prices breakdown wpe 
1980 1981 1982 1970 1982* 1980 1981 1982" 
Total supply _ 7170 7428 7394 1144 118.9 3.8 3.6 -0.5 
Gross domestic product at 
market prices , 5 8696 13.6" "Ge22 19 -100:0 100 4.9 4.5 1.4 
Imports of goods and services LeU U9? 1 ig 14.4 18.9 -0.7 -0.7 -9.2 
Total demand 7170 7428 7394 114.4 118.9 3.8 3.6 = -0.5 
Domestic demand 6589 6841 6818 1041 109.6 4.5 3.8 -0.3 
Gross domestic investment 1 22675 7055 18.2 17.0 De -4.5 9.9 
Gross fixed investment 075° . 1078 968 16.7 15.6 6.1 0.3  -10.2 
Construction 481 493 470 10.9 7.6 ieee 25 -4,7 
Machinery and equipment 594 586 498 5.8 8.0 10:0 -14 -149 
Changes in stocks 152 93 87 15 1.4 
Total consumption 5362-5669 i55:*763 85.9 92.6 3.5 DF 1.6 
General government 858 893 889 11.0 14.3 9.0 4.1 -0.5 
Private : 4504 4776 4874 74.9 78.3 ae 6.0 2.0 
Exports of goods and services 581 587 576 10.3 ye =o 1.0 1.9 


Source: ECLA, on the basis of figures supplied by the Central Bank of Ecuador. 
Preliminary figures. 


The figures for exports and impor ts of d a d ery Pp Pp y y 
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ae The scant increase in production, together with the lower volume of imported goods and 
services, caused the volume of global supply to be nearly the same as that of the previous year. Since in 
a dition the volume of exports of goods and services decreased, although by less than 2%, the 
domestic availability of goods and services during the year was practically equal to that of 1981. 

_ In the last two years domestic gross investment decreased by 14% and gross fixed capital 
ormation by 10%. The coefficient of fixed investment with respect to the product decreased from 
ightly more than 19% in 1978 to less than 16% in 1982. Both investment in construction and in 
achinery and equipment experienced substantial reductions in 1982, especially the latter which had 
also decreased in 1981. _ 

Several factors contributed to the drop in investment. Financial problems, restriction of public 
spending and the drop in demand for new housing explain the contraction in construction 
% investment. To this should be added the rise in the cost of external credit and of imports, which 
_adversely affected investment in machinery and equipment, but in reality what had the most 
_ influence on the drop in investment was the uncertain economic situation and the lack of prospects of 
_ prompt reactivation. In 1981 and 1982 the current value of imports of intermediate goods for 
_ construction decreased sharply (25% and 22%), while that of capital goods dropped by 3% and 7% 
in the same years. 

4 Finally, Government consumption expenditures dropped slightly, in accordance with the 
_ austerity policy applied, while private consumption rose more slowly. 


s 


b) Evolution of the main sectors 


- Except for a few individual sectors and the behaviour of the gross product in the most 
_ important production sectors during 1982, there was a general drop in growth rates. Thus, in goods- 
_ producing activities, which represent around 47 % of the global product, the increase was 2.4% —less 
than half of what it had been in 1981. There was growth of between 5% and 6% in basic services, 
owing to the moderate expansion of electricity, gas and water supply, while the remaining services, 
including commercial and financial activity, generally grew at a rate on the order of 3% (see table 3). 

Among the goods-producing sectors, agriculture increased by 2%, due to the poor results in 

crop-farming and forestry and despite the strong performance of livestock production and, especially 
. fishing. The volume of petroleum produced was maintained at the levels of the previous year, while 
manufacturing succeeded in maintaining a certain growth rate in its production (4%), although this 
’ was nevertheless lower than its vigorous behaviour of previous years. Construction, which since 1979 
had lost all vestiges of the strong momentum it had had in the past, decreased slightly during 1982, 
with the attendant consequences for the industries created around it and for employment. 

i) Agriculture. This sector's long-standing and repeated problems of low yields, high costs of 
certain inputs, marketing difficulties and unprofitable sales prices were added to in 1982 by a drought 
which mainly affected some provinces on the coast; a currency devaluation which made imported 
inputs, equipment and tools more expensive; and towards the end of the year by heavy rains and 
floods which laid waste the coastal region and caused heavy losses, mainly in crop-farming production 
but also in stock-raising and fishing. The latter was also affected by heavy seas.' 

Because of these circumstances, crop-farming production decreased bv about 2.3%; however, 
since stock-raising activity and fishing maintained relatively high growth rates, the agricultural 
product as a whole increased slightly by about 2% (see table 4). 

The most noteworthy production decreases were in cotton and sugar cane. The cotton harvest 
decreased by nearly 40%, mainly due to the drought which destroyed around 8 000 hectares of this 
crop and to a drop in yield. However, this lower supply was mitigated by the stock of 80 000 quintals 
of ginned cotton held by the National Marketing Corporation (ENAC) and the stocks held by the 
textile industry. ; 

As regards cane for sugar production, production went down by approximately 18% during 
1982, because of the floods which prevented completion of the harvesting of 9 600 hectares of this 


rainfall in the cities of Portoviejo, Machala and Guayaquil amounted to 725 


1[n the last three months of the year aaa 
millimetres, a figure 7.4 times higher than that of a normal year; in Guayaquil, especially, precipitation was more than ten 
én de los efectos de las inundactones de 


times the average of those months over the last 66 years. See Ecuador: Evaluacs 
1982/1983 sobre el desarrollo econdmico y social, E/CEPAL/G.1240. 
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crop. In 1982 there were around 45 000 hectares of cane intended for sugar production and some 


Rae be 


59 000 intended for the manufacture of brown sugar and alcohol. — ‘ 
Other products, intended mainly for the domestic market, whose production decreased were 
rice and soya; the remaining products generally recorded moderate increases in their harvests (see 
table 4). 
Rice production fell by approximately 11% due to the floods which prevented the harvesting of 
around 23 000 hectares of this crop, equivalent to 15% of the sown area. + 


Soya production for its part, decreased by around 3%. A strong recovery in soya production had | 


been expected for 1982 since, the area sown had been extended. However, since soya is grown mainly 


in three of the provinces most affected by the heavy rains (Los Rios, Manabi and Guayas), around | 
12 000 hectares of the crop were damaged in them, and this reduced the anticipated production by — 


around 19 000 tons, although only by some 3 000 tons in comparison with 1981. 
Among the products intended mainly for export, there were decreases during the year in the 


production of coffee and bananas, while that of cocoa increased by nearly 5%. Coffee production — 
decreased by around 9% —due to a drop in yields from climatic causes— with respect to the — 
exceptional harvest of 1981 which had caused an extraordinary increase in coffee stocks. In addition, — 
the export quota assigned to the country was reduced and there were difficulties in selling the product — 


in markets not participating in the International Coffee Organization. 

For its part, banana production dropped 3%. It is estimated that some 35 000 tons of export 
bananas were lost as a result of the floods, not counting the losses caused by inability to transport the 
fruit from the-farms as a result of the large-scale destruction of highways and bridges caused by the 
disaster, especially in the province of El Oro. 


Table 3 


ECUADOR: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY 


Millions of dollars Percentage G h 
at 1970 prices, breakdown et SS 
1980 1981 19827 1970 19827 1980 1981 1982 
Gross domestic product” 5344 5587 5665 1000 1000 49 45 14 
Goods 2248 2367 2 425 47.8 46.8 2.2 5.3. 2 
Agriculture 762 805 821 25.1 15.8 Pe 5:7 20 
Mining 259 269 267 0.2 Di2A IASB 7 5:9) 09 
Manufacturing 1 O58egb 122 cel 167 18.2 22.5 1.8 6.0 4.0 
Construction 169 172 170 43 3.3 0.8 14 -08 
Basic services 503 531 560 8.5 10:8° "47-7 50°" a5 
Electricity, gas and water 48 54 60 0.9 1.2 98 114 11.6 
Transport, storage and 
communications 455 477 500 7.6 9.6 7.8 48 49 
Other services 2218 2319 2388 45.7 46.1 9.9 4 
: : f hae! 
Commerce 743 774 776 
Financial, institutions, : rt one “ti sison 
{SUE RORES real estate and 
usiness services 405 419 438 8.5 8:5... 714.3 34 46 
Ownership of dwellings 227 NN a4 24 hey 
COuleeaiG osalonral (227 yrrn255) © (2aT) G65) seem 2 53 ae 
personal services 1070 1126 1174 230% M226 Oo 
Government services 491 508 . : hp 
Less: Imputed charges for SOS ee ee eee +8 SE 
banking services 180 180 190 2.0 27 -386 202 60 


Source: ECLA, on the basis of figures provided by the Central Bank of E¢uador 
Preliminary figures. 


At factor cost. As the individua vities a d tota Ww | ulat d pe y 
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WONG WIM aoe Aha LPSAT4) ‘1.976 
ae chy pisn’s arts Agel hd Bar: (1765 


eA -¢-00e . 


1770 2 008 


Thousands of tons 
70 2270 2009 1950 -34 iL acl l ged 
288 70 92 84 3.3 -22.5 31.8 -8.8 
270 vat 92 oy iT 17.8 1.1 on 
51 3 862 ge: eae Sal Te" A decid cs 90 6 jlatad 9 fd 
19 40 42 26° 31 E 79 5.5 -38.6 
25 34 33 3067.7 12.0 OD isce30 
26 245 300 52155206 48.7 2.9 0.6 
127 381 434 38741] .2 19.5 14.1 -10.9 
32 31 41 43 -6.7 -0.3 cep 4.3 
167 196 233 241 8.8 oe 18.4 32 
59 45 49 50 -19.1 US Ted Shy 
26 24 27 28 =-19.8 17.9 11.1 4.4 
30 323 392 3962.2 27.0 Abe 1.0 
89 92 96 1.3 0.9 2.8 Jeb 
Poultry meat eS 34 te ag FY 49 a2 4 
Milk (millions of litres) ee 916 935 det 1a, 2.1 2.0 


Z Source: ECLA, on the basis of information from the Central Bank of Ecuador, the Ministry of Agriculture, and the National 
Wy Development Council. 
_ “Preliminary figures. 


g The livestock product increased by 5.7% in 1982: a higher rate than that recorded in recent 
years and attributable to growth of slightly over 5% in cattle slaughtering (meat production) and to 
increases of approximately 9% in cattle stocks, but of only 2% in milk production. 

4 During 1982 special concern was given to establishing minimum prices at the producer level for 
- various agricultural products, for the purpose of stimulating their cultivation. Among these were rice, 
ae sugar cane, barley, wheat, hard maize, soya, unginned cotton and cotton seed, cattle on the hoof, and 
milk. Similarly, the National Coffee Programme and the Cocoa Programme were entrusted with the 
_. setting and control of prices for the respective producers. It was also laid down that cocoa prices 
__ should be increased by the amount of decrease of export taxes on this commodity. In September 1981, 
the tax scale for cocoa bean exports had been altered, and taxes would only apply when the FOB price 
exceeded US$ 200 per quintal: a situation which has not occurred in recent years. 

Another aspect of agricultural policy which has been considered important in recent years has 
been the creation of grain storage centres and the construction of silos. With regard to the latter, 
- ENAC has completed the construction of 8 plants on the coast and has begun studies for the 
- installation of centres and silos in the Sierra region. 
; The afforested area has increased significantly in recent years, as has forest production, but the 
in 1982. As part of the afforestation programme, around 5 million 


latter grew barely more than 2% 
3 000 hectare zone in the provinces of Chimborazo, Bolivar and 


trees were planted this year in a 
_ Tunguragua. 
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With the information available, it was not possible to determine the magnitude of the losses 
suffered by fishing as a result of the heavy seas which affected the coast and the changes in salinity a 
temperature of the sea. All that is known is that those phenomena and the overflowing of the rivers 
caused destruction in a small percentage of points intended for th : 
believed to have affected shrimp production. In any event, it is estimated that the fishery product — 
increased by slightly more than 13%, which is more than the increase recorded in 1981. i 

ii) Petroleum. During 1982 the level of crude oil extraction of the previous year remained 


practically unchanged, notwithstanding the addition of three new fields in the east which added _ 


18 000 barrels daily to production as from the second half of October. The opening of new productive — 
wells has barely been sufficient to replace the decrease in yields and the exhaustion of the already — 
long-exploited wells. a 

In 1982, 77.3 million barrels (an average of 212 000 barrels per day) were produced: a figure 
barely higher (0.4%) than that recorded in 1981. In the last months of the year the volume of 
extraction increased to around 227 000 barrels per day, with the entry into operation of the Secoya, 
Shuara and Shushuqui fields in the north-east (see table 5). 

At the same time, the volume of oil exports decreased from 45.4 to 42.7 million barrels (6.1%) 
in 1982, due to the marketing difficulties which arose during the year and which were reflected in the - 
decline in prices. Between the first and fourth quarters, the average sale price fell from US$ 34.25 to 
US$ 31.70 per barrel. ~ 

The amount of petroleum processed by the national refineries, which represents around 43% 
of crude oil extraction, increased by 3.6%. However, this was only reflected in increases in the 
production of kerosene and fuel oil, since output of gasoline, diesel oil and turbo fuel decreased. 

In 1982 5.6 million barrels of petroleum products —mainly gasoline and diesel oil— were 
imported. In recent years, this volume has approached that of fuel oil exports; previously the volume 
of the latter had been substantially higher. 

In mid-October, along with a series of other economic measures, the sale price of the different 
types of gasoline in the country was doubled. That of 80-octane “extra” gasoline, which is the gasoline 
of highest consumption, rose from 15 to 30 sucres per gallon; that of 92-octane gasoline rose from 20 


Table 5 
ECUADOR: INDICATORS OF PETROLEUM PRODUCTION 


eee ee ae 
1979 1980 1981 1982° 1979 1980 1981 1982" 
Crude oil 
Production 78 163 74 760 77 028 77 298) *\56:1e. 44 3.0 OA 
Exports s cyrl 44 792 39 636 45449 42 669 - -115 147 -61 
Processed in refineries 31 761 33 786 32 250 33 419 5.69... O45 aS 3.6 
Percentage of total production 40.6 45.2 41.9 43.2 
Production of principal 
derivatives 31 611 33 038 32 001 32 098 8.0 45 -3.1 0.3 
Gasoline 8 145 8 411 8 599 SAS Guay hil de 33 22h ied 
Fuel oil 13 879 14 813 ey pay 14 432) :6.6.. Gh 5-5. 9s 
Diesel oil 5 143 5 606 > 326 3 180 Ta8 910... 9:0, aay 
Turbo fuel 1 134 1 099 1135 19043 Spee ol 5.2. See 
Kerosene 2 498 2 266 D232 2°12)" *-8.0°9 59 36 Sl Se ey 
Liquefied gas 812 843 770 dal FURL 3.8077 8H) aes 
Imports of derivatives 2130 4 592 5 480 D7 Ow e228 O82) Wl 1.6 
Exports of derivatives 7 421 T95F 5 848 9 340 $926.2 27.2265 wean 
Domestic fuel sales 24 581 26 588 27 469 27-336" 1220 8.2 Po wameicll)}s5) 


Source: Central Bank of Ecuador. 
“Preliminary figures. 
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2 ; Table 6 
ECUADOR: GROSS MANUFACTURING PRODUCT 


pa Millions of 1975 sucres Growth rates 
4 Mannie: Pn Gay Gem Gnoe< 4 Gap Oe Cn ME GaIcaO Dow 
1980 1981 1982" 1972-79 1980 1981” 1982” 
Manufacturing product‘ 26807 128 8he0 29 467 -picddcdce 53.63 Sede eh 
Food, beverages and tobacco 11 592 11 805 11 808 10.0 3.6. 1.8 - 
Textiles, clothing and leather goods 5 681 5 863 6495 107-19 5.20 108 
Wood and wood products 1 478 1 604 ror WU be 8.5 0.7 
Paper and publishing / 1 657 1 690 1 745 8.2 8.5 2.0 33 
4 Chemical and rubber products 1-739 2 008 2254) “wh3S 2:6 ste) Sor Ghi2S 
~ Basic metal and non-metallic products 2973 3 338 3438 146 A ah) .3 3.0 
J Machinery, equipment and transport 
__ materials 959 1 072 277 SD 2 4ae se ecw 


3 Source: Central Bank of Ecuador, National Accounts, No. 3, 1982. 
Preliminary figures and estimates. 

; ’The index of manufacturing production normally included in this section has been replaced by the gross product of the 
manufacturing sector at constant prices, due to the considerable differences observed between the trends of the two 
___ indicators, mainly in the last two years. 

“Excluding petroleum refining. 


to 40 sucres, and 60-octane gasoline went up from 10 to 20 sucres.? This rise reduced the large 
__ difference that had existed between domestic and international gasoline prices, decreased the subsidy 
which burdened the fiscal accounts and brought about more careful consumption of fuel. 

Since the higher gasoline prices were decreed in the tenth month of the year, their possible 
repercussions on consumption were not reflected in the annual data. However, gasoline sales in the 
country increased very little during 1982 (1.4%), and that of 80-octane ‘extra’ gasoline -87 % of sales- 
decreased by 3%, being replaced by other types, mainly higher-octane gasoline which increased 38%. 

The virtual absence of variation in fuel production and the scant increase in fuel imports were 

. reflected in a domestic sales volume which did not change in comparison with the previous year. In 
1981 sales had already increased at a rate substantially lower than the customary one. Apart from 
gasoline, during 1982 diesel oil sales rose very slightly, fuel oil sales decreased around 10% and the 
decrease in turbo fuel was even more marked. Only kerosene sales had an increase of any importance 
(of the order of 8%). 

The decrease in international oil prices and the difficult domestic situation have reduced the 
availability of resources for the development of the oil industry and the search for new fields. In 1982 
only 22 wells were drilled in comparison with 29 the year before, five of them exploration wells. Two 
of these wells were drilled in the Gulf of Guayaquil; only one was found to contain oil, and even then 
of non-commercial quality. In the south-eastern region another well, Nuevo Amazonas I, was drilled 
with better results, since 18.52 API oil appeared from a new structure. 

The proven oil reserves, which at the end of 1978 were estimated to be some 1 050 million 
barrels in the fields exploited by the CEPE-TEXACO consortium, had decreased to around 780 million 
barrels by December 1982, including those of the CEPE-CITY consortium. The adoption of the new 
Hydrocarbons Law, in August 1982, opened possibilities for greater participation by foreign 
companies in exploration works and oil exploitation, which might make it possible to discover new 
deposits and increase production. 

iii) Manufacturing. In 1982 the deceleration of the growth rate of the manufacturing product 
which had been observed since 1980 became more accentuated.’ The annual growth rate of 11% 
observed during most of the 1970s dropped to one on the order of 4.5% in the last three years (see 


table 6). 


2The new gasoline prices are equivalent to 24, 32 and 16 USS. cents per litre, respectively. Fuel prices had not been 
changed since February 1981, when gasoline prices nearly tripled; thus “extra” gasoline rose from the equivalent of 5 cents per 


litre to 16 cents. 
3The gross manufacturing product to which reference is made in this section does not include the value added by 


petroleum refining, which appears with a minus sign in the national accounts. 
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The slackening of manufacturing activity in recent years has taken place side by side with t 
gradual worsening of the main variables of the economy. However, the increase of close to 5 % ind 
value added in manufacturing in 1982 was one of the highest attained by the goods- and services- 
producing sectors. $ 2d i 

Several of the factors which in recent years have prevented more rapid development of industry 
and of production in general worsened in 1982. Thus, investment in the sector continued to fall. Some 
projects did not become a reality and others were postponed because of lack of external financing, — 
which was difficult to obtain, or because of the strict limits on public spending. os, | 

Furthermore, although the devaluation of the sucre made imports of manufactured goods more — 
expensive and favoured their production in the country —which was strengthened by the restrictions 
on imports of non-essential goods— it also raised the price of imported inputs, material and 
equipment for industry and the financial cost of external indebtedness. But the greatest difficulty | 
faced by manufacturing stemmed from the recessive situation of the economy and from the | 
insufficient liquidity, which was reflected in the restrictions on public spending and on demand in | 
general. | 

According to the economic surveys carried out by.the Department of Planning, during the first 
half of the year the percentage of utilization of industrial production capacity dropped from 67% to 
around 65%. However, in the third quarter that proportion had risen to 71%, because of the recovery 
in food production, at least in the companies in this category included in the sample. The recent 
expansion of the production capacity of industries such as the cement industry, for example, coincided 
with the drop in construction activity or with the completion of some important civil engineering 
works (such as the first two phases of the Punte hydroelectric power station) and the postponement 
of others. It is also a well-known fact that there is an excess of installed capacity in the cocoa- 
processing industries due to the drastic drop in cocoa exports. 

The foodstuffs, beverages and tobacco industries were affected by the recession. There was no 
change in their gross product with respect to-1981, and in that year too their growth had been slight. 
However, the marked decreases in the production of sugar and processed cocoa represented a high 
share of those results. That of sugar was due to the rains and floods which destroyed crops and 
impeded the harvest at the end of 1982, and that of processed cocoa was caused by the lack of cocoa 
beans, which it had been decided to export as such because of the higher price they obtained in the 
international market in comparison with processed cocoa. 

The wood and paper industries and those of basic metal and non-metallic products also ~ 
decreased their product growth rates drastically with respect to the previous year. On the other hand, 
there was a substantial recovery in production in the important textile and clothing industry and the 
same occurred with the machinery, equipment and transport material industries, which further 
stepped up the rapid evolution they had shown since the early 1970s. The chemicals and rubber 
products industries also noted a rapid growth in their product, which came on top of the even higher 
level attained the previous year. According to economic surveys which measure the evolution of the 
industrial product, manufacturing production rose slightly during the first half and even more 
perceptibly during the third quarter, to a level 8% higher than that of the corresponding period of the 
previous year. At the same time, sales of manufactured products —according to the surveys— rose by 
a higher proportion and the same trend was shown by employment in industry and sales prices of 
manufactured products. 

During the first eight months of 1982, 23 new companies received benefits under the Industrial 
Development Law: approximately the same number as during the same period of the previous year. 
During the year special encouragement continued to be given to the installation of agro-industries. A 
seed-treatment plant was opened, as was a balanced feed factory for animals, with a capacity of 44 000 
tons per year. 

A sewing machine factory intended to produce for the Andean market was opened; work was 
begun on the installation of an industrial park in Ibarra for 90 firms, and a study was begun on the 
construction of another in Quito. However, the installation of a steelworks in El Oro and an 
automobile plant in Riobamba was postponed. 

Among the international loans obtained by the industrial sector was one for US$ 40.6 million 
granted by the World Bank for the development of small-scale and cottage industries, which will give 
a strong impulse to production and provide employment for 10 000 to 12 000 persons. In addition, 
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the Inter-American Development Bank approved a credit of US$ 35 million to promote the 
installation, expansion and modernization of agro-industrial and export companies. 
iv) Construction. There was a slight reduction in the construction sector product in 1982, thus 
« onfirming the sluggishness this sector has shown since 1979 as a result of the gradual deterioration 
n the general economic situation. This activity was one of the first to experience the consequences of 
the economic recession, from its very beginning. At the same time the contraction caused by the latter 
in construction has had serious repercussions on employment and on other economic activities. 
Among the main causes of the drop in construction were the postponement of housing demand 
by the private sector, due to the difficult economic situation; the restrictions on investment 
expenditures by the public sector, which delayed the carrying out of works in progress and halted the 
initiation of new projects; and the negative financial situation of many construction companies 
- because of the substantially lower activity and the high cost of external indebtedness, aggravated by 
- the currency devaluation and by the rapid rise in the price of the dollar in the free market. It may be 
~ noted that the companies which had not registered with the Central Bank the external loans received 
3 by them had to service these loans with foreign currency acquired in the free markets. 


quarter. 
: Such depressed trends as those noted above, however, contrasted with those of another 
indicator which is fairly representative of an important construction area, namely, construction 
_ permits granted in the country’s four main cities. These permits, expressed in terms of area to be 
constructed, indicated up to August 1982 an extraordinary increase of 43% over the corresponding 
_ period of the previous year. What is more, this proportion rose to 66% with to regard to residential 
construction. The increases were particularly high in Guayaquil (68% and 123 % respectively), while 
in Quito the percentages were similar to those of the four cities as a whole, and in Cuenca they were 
. lower. 
| With credit support from national institutions and international organizations, the housing 
programmes intended mainly for low- and medium-income sector continued during the year. These 
programmes are the responsibility of institutions such as the National Housing Board (JNV) and the 
Ecuadorian Housing Bank (BEV), which planned to deliver 12 housing developments in 1982, and the 
Ecuadorian Social Security Institute (IESS). 

Thus, the BEV was granted a loan of US$ 20 million by a United States financial organization, 
for the construction of 4500 low-income housing units in Quito. In addition the Ecuadorian 
Development Bank granted a loan of 800 million sucres to the BEV in order to complete the 
counterpart funds for a loan from the World Bank to finance a broad low-income housing 
programme. Towards the end of the year, this international agency approved a loan of US$ 35.5 
million for that purpose. 

At the beginning of August the Monetary Board approved credits in the amount of nearly 2 
billion sucres for the construction industry, which were channelled through the private banking 
system and financial institutions. Construction was also stimulated through the acquisition of 
mortgage securities. The IESS earmarked 1 200 million sucres for this purpose and its investment 
programme for 1982 included budget items of 1 036 million sucres for the construction of housing for 
its members and 800 million sucres for hospital construction. 

v) Electrical energy. During the year the Esmeraldas thermal power station, with a capacity of 
125 MW, and a small hydroelectric power station in Cumbaya with a capacity of 20 MW came into 
operation. This brought the total installed capacity to around 1 350 MW and total electricity 
generated grew by around 8%. — 

Due to the scarcity of financial resources, the Ecuadorian Electrification Institute (INECEL) 
placed greater emphasis on the completion of projects under construction than on the initiation of 
those which had been programmed. At all events, it was not possible to bring into operation, as had 
been expected, the first 100 MW of a projected total of 500 NW of capacity for the first two phases of 


y 
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the Paute I hydroelectric project. With regard to the Agoyan hydroelectric project witha capacity of 
156 MW, two contracts were signed in April for the initiation of its construction. — Lain 

The Inter-American Development Bank granted INECEL three loans totalling US$ 168 million. 
To finance the third phase of the Paute project, which will have a capacity of 500 MW, two loans were 
granted, one for US$ 105 million over a 20-year term, including a 6-year grace period and 9.25% 
annual interest, and another for US$ 35 million to be paid over 40 years, with a 10-year grace period 
and an interest rate of 1% during the grace period and 2% over the remaining 30 years. 

For the rural electrification programme, a loan of US$ 27.5 million was granted on the same 
favourable conditions as. those for the US$ 35 million loan for the Paute project. This electrification — 
programme includes the installation of 3 500 kilometres of primary and secondary lines inthe Sierra — 
and coastal regions which will bring electricity to around 62 000 families in rural areas. 


3. The external sector 


a) Merchandise trade 


While exports of goods decreased a little more than 8% in 1982, imports dropped in a slightly 
smaller proportion, so that the positive trade balance continued to decrease. This balance, which only 
two years ago (in 1980) had amounted to US$ 300 million, fell to around US$ 180 million in 1981 and 
to US$ 150 million in 1982. és 

The deterioration in the merchandise trade balance began in 1981 with the stagnation of 
exports. There was a loss of international reserves in that year also —following a five-year period of 
continued accumulation— and when this continued in 1982 this led the economic authorities to take a 
series of measures aimed at preventing the external trade and financial situation from worsening. 
Many of these steps sought to raise exports and reduce imports, the most obvious being the 
devaluation of the sucre in May. Along with provisions which specifically prohibited certain imports 
and discouraged others, these measures succeeded in reducing external purchases and lessening the 
loss of international reserves, which would otherwise have been greater. In the case of exports, they 
only succeeded cushioning the fall. 

The decrease in the value of exports in 1982 stemmed from a slight reduction in their 
volume —attributable entirely to the low volume of oil sales, since that of the remaining products 
increased significantly— and a substantial general deterioration in prices. In the case of imports, the 
reduction was in their volume and prices practically did not change (see table 7). 


Table 7 
ECUADOR: MAIN FOREIGN TRADE INDICATORS 


1977 1978 1979 1980 1981 1982° 


Growth rates 
Exports of goods 


Value 7.2 9.2 40.6 18.3 - -8.3 

Volume -10.3 18.0 -0.9 -5.9 1.0 -0.8 

Unit value 195 -7.5 41.9 2:7 -1.0 -7.6 
Imports of goods 

Value 29.8 25.2 23 6.9 533 -7.6 

Volume 18.0 18.9 5.9 -4.8 -1.3 -7.4 

Unit value 10.1 53 16.2 i223 6.7 -0.3 
Terms of trade 8.6 -12.2 22:2 11.9 -7.2 -7.3 

Indexes (1970 = 100) 

Terms of trade (goods) 199.1 174.9 PANSY, 239.1 222.0 205.7 
Purchasing power of exports of goods 346.4 spew! 442.5 467.3 434.8 399.9 
Purchasing power of exports of goods j 
and services Sis 364.0 450.6 478.3, 452.3 408.4 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 
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ECUADOR 
=> Table 8 
ECUADOR: EXPORTS OF GOODS, FOB 


eK P 
Millions of dollars eegeree s Growth rates 


1980 1981 1982". 1970 1982 ©1979" 1980 1981 1982 


4 b 
Total 2506 2541 2335 100.0 100.0 45.4 3148 14 -8.1 


- Primary products 45893 5.2,03965 1-953: -o,91.2, 83,6. 49.7 315.7, 7.7 -41 
Petroleum 1.394 51-300 o 17528 He MR ek Rs Sia > ae GG Rees 1) 

_ Coffee ou 1068 1oan Gy 20:1 38  -O4 206 -18)" 274 
Bananas aay ls “20BET* DEE Se aG8 D1 STG 57 els. MSE 19 
Cocoa 30 44 G3piLk0 2.7. -16.0 -286 467 43.2 
Marine products 66 83 128 3.4 D:3yt, 300 4.8, 1°25.8.) 542 
Others 34 35 27 4.6 EE DS: eee eS, AD. 22:9 

~ Manufactured products G1. 305. 382 8.8 164 34.2 14.3 -17.9 -24.4 
Cocoa products 181 106 55 13 29 13.0 -22.6 -414 -48.1 
Petroleum products 193 167 "37 - SOMGIIG HL 38. LOTS 5 oS 5180 
Processed marine products 90 99 80 - Sbpedte 2x0 Oet 10:0: 
Others 151 133 110 753 4s; sl OBAy pi tye shh Os sald 


ee 


-Source: Central Bank of Ecuador. 


ee as : 
Preliminary figures. 
The data are based on export permits, so that the totals do not necessarily match the ones in table 10. 


In the past two years there has been a marked deterioration in the terms of trade, 
notwithstanding the fact that the growth rate of prices of imported goods has dropped substantially. 
Because of this, 14% of the advantage gained during the two-year period 1979-1980 (mainly due to 
the rise in oil prices) has been lost. Similarly, the index of the purchasing power of exports —which 
also attained its highest level in 1980— decreased in 1981 and 1982 by a similar amount to the terms 
of trade. 

i) Exports of goods. During the 1970s, with the sole exception of 1975, the value of exports of 
goods increased at an average rate of 30% per year. This growth, which was not steady, attained much 
higher rates in some years —such as when oil was incorporated into the export products (an event 
which also coincided with the first extraordinary rise in oil prices) or when in 1979 new rises in these 
prices occurred. An additional contribution to the rapid increase in exports up to 1975 was made by 
some manufactured products —among them, fuel oil— and sporadically some significant increases 
were observed among primary and traditional export products. 

In contrast with the dynamic growth experienced by exports up to 1980, in 1981 they registered 
practically no change and in 1982, because of a decrease of US$ 200 million in oil sales, they dropped 
by close to 8%. The substantial increase ( 19%) experienced by other export commodities, for its part, 
was offset by the considerably bigger decrease (-28%) in exports of manufactured products other 
than petroleum products (see table 8). 

Falls in both the volume and prices of petroleum sales were determining factors in the drop in 
exports. During 1982 42.7 million barrels of crude oil were exported (6% less than the previous year). 
Of this quantity, 9.7 million, that is, 40% more than in 1981, were bartered for imported fuel, mainly 
gasoline and diesel oil. In other words, oil sales as such decreased by 14%, which indicates the 
difficulties now encountered in selling this product in external markets. 

The difficulties in oil sales were also reflected in the changes in the composition of the 
purchasing countries. Thus Korea, which in 1981 had absorbed a third of the oil exported, reduced 
that proportion to 20% in the last year and Japan, which had’also been an important purchaser of 
Equadorian oil, ceased to purchase it altogether in 1982. On the other hand, oil exports to Brazil 
increased sharply, from US$ 62 million to US$ 277 million and sales to the United States also rose 
(from US$ 450 million to US$ 517 million). An unusual feature was that some US$ 100 million 
worth of oil was sold to the Middle East. 


Shi) 


Average crude oil sale prices dropped from US$ 34.25 per barrel in the first quarter to 
US$ 31.50 in the final months of 1982. They decreased by an average of slightly more than 5% with 
respect to 1981, when they had already dropped by 2.4%. 

The decrease in fuel oil exports, for its part, was more marked, with the volume decreasing by 
9% and the value by 18%. 

Among primary commodity exports, noteworthy results were achieved by coffee, cocoa and 
seafood, but banana exports barely increased. 

The value of coffee exports rose by 27% in 1982, but even so it did not attain half of the value 
exported in 1978 while since that time the price of coffee has dropped by 31%. At the beginning of 


the year, large coffee stocks of around 48 000 tons had been accumulated, which helped raise the | 
volume of the product exported during 1982 by 32%, from 56 000 to 70 000 tons. Inorder toachieve 


this, it was necessary to sell to countries outside of the International Coffee Organization market, 


since Ecuador's export quota had been further reduced (to some 67 200 tons). Furthermore, sales © . 


prices of coffee tended to go down, especially in the third quarter. 


In the last two years, the value of cocoa bean exports has doubled, rising by 47% in 1981 and 


43% in 1982, while the volume sold, for its part, which had nearly doubled in 1981, increased by 56% 
in 1982. The volume of processed cocoa exported, on the other hand, has decreased to less thanhalfin 
the last two years. These divergent trends partly reflected the effects of the tax exemption which was 
granted in 1981 to cocoa bean exports not exceeding the price of US$ 140 per quintal. It has not been 
difficult to fulfil this requirement, since the average sales prices have been substantially lower in 
recent years, and in the last two years they have decreased by one-third. This exemption, along with 
the measure establishing higher minimum price for cocoa producers, stimulated cocoa bean exports 
at the expense of those of processed cocoa. 

With regard to bananas —the most important traditional export product— both the volume 
and value of exports rose only very slightly during the year, despite the fact that around 35 000 tons of 
bananas were lost on account of the serious-floods which affected the coastal region in the final 
months of the year and the fact that the damage to highways and bridges seriously impeded the 
dispatch of fruit to the ports of embarkation. This apparent contradiction is explained, on the one 
hand, by the fact that banana production considerably exceeds the volume exported, and on the other, 
by the fact that the cutting-off of road links occurred towards the end of December and in the early 
months of 1983. 

Seafood exports increased by 54% in 1982 after having grown by 26% the previous year. Since 
1977 the value of these exports has risen at the rate of 30% per year, stimulated by the rapid 
development of shrimp raising in large artificial pools. External sales of this product amounted in 
1982 to US$ 122 million and thus quadrupled the value exported four years before. 

In contrast, the most important exports of manufactures suffered significant decreases in the 
past two years, with their total value decreasing by 18% in 1981 and 24% in 1982. Besides the 
decrease in sales of petroleum products already mentioned, exports of processed cocoa products, 
which had already decreased by 45% in 1980 and 1981, went down almost by half. This was due not 
only to the purchasers’ preference for acquiring cocoa beans instead of processed cocoa, but also to the 
tax advantages granted to cocoa bean exporters. Furthermore, the industry was harmed by the 
elimination of the tax refunds on exports of semi-processed cocoa products. 

Sales to the exterior of processed seafood products also decreased (19%), and those of soluble 
coffee practically did not change with respect to the previous year. 

ii) Imports of goods. Imports of goods, which increased at the rate of 26% per year in the three- 
year period 1977-1979, grew by only 13% the following year, stagnated in 1981, and dropped by 
around 12% in 1982.4 This downward trend has followed exactly, although in very accentuated terms, 
the deceleration of domestic economic activity and has reflected the measures adopted in order to 
reduce imports and relieve the current disequilibrium in the balance of payments (see table 9). 
Already in 1981 a series of measures had been taken to contain the growth of imports. They 
included measures raising the percentages of prior deposits, higher taxes on certain products (mainly 
luxury goods), and a prohibition on importing vehicles. For some categories of the latter, however, 
the possibility of importing them on a barter basis was left open. 


‘This trend corresponds to import permits granted in CIF values, as shown in table 9, which differ from the 
information given in table 7, which refers to FOB values from the balance of payments. 
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ECUADOR 
us Table 9 
ECUADOR: IMPORTS OF GOODS, CIF 


Percentage 
breakdown 


1980 1981 1982 1970 1982 -t<1979" O198G% 198 bar 1982 


Millions of dollars Growth rates 


- Total* 2250 2246 1988 #100.0 100.0 27-3) 13.3, 20:2 — 2115 


Consumer goods 250 202 224 135 1x2 18.8 38.1 -19.2 10 
 Non-durable isarues LOA, phahPp eons ah uracil re 4A tsi aa SO 
_ Durable 127 98 96 Syl! 48 29.8 Dols eee a -2.0 
a : 

_ Raw materials and 
=. intermediate goods 943 923 918 50.0 46.2 26.7 13.5 -2.1 -0.5 
_ For agriculture 58 63 60 ya 3.0 14.9 31.8 8.6 -4.8 
= For industry 765 770 JUL 42.3 40.1 30.9 8.7 0.7 sp) 
; For construction 120 90 61 5.5 3.1 eo) 446 -25.0  -32.2 
© Fuels 23 26 aa. 6.2 1.4 15.9: ar HAS 13.0 3.8 
_ Capital goods . 608 591 550 18.2 PAE 28.6 1.7 -2.8 -6.9 
_ For agriculture 38 44 37 29 19 dea 22.6 15: Segue LoD) 
For industry _ 570 547 Sale) 15.3 25.8 31:2 0.5 -4.0 -6.2 
- Transport equipment 408 494 267 12.0 13.4 40.4 14.3 21.1 -46.0 


Source: Central Bank of Ecuador. 


“Corresponds to import permits granted. The total includes a relatively insignificant group of unclassified imports. 


In March 1982 imports payable in more than 270 days were exempted from the prior deposit 
requirement and subsequently, in October, a new scale was established for prior deposits which went 


F up to 80% of the FOB value of the imports, according to how necessary they were, while the holding 


period for deposits was set at between 130 and 270 days.° 

Furthermore, for the same purpose of discouraging imports, a significant number of goods in 
Schedule I (essential goods) were transferred to Schedule II (non-essential goods), and imports of a 
considerable number of goods were also prohibited. Furthermore, the selective currency devaluation 
which had taken place in March, and the devaluation raising the price of the dollar from 25 to 33 
sucres in May, had the direct effect of making imports more expensive. 

Both in 1981 and 1982 the value of imports of intermediate goods and capital goods decreased. 
Among the intermediate products, there were sharp decreases in both years (-25% and -32%) in 
imports intended for construction. Imports of transport equipment were also reduced drastically (- 
46%) and those of capital goods for agriculture and industry decreased by 16% and 6% respectively. 

With regard to imports of consumer goods, which had been greatly reduced in 1981, an increase 
was observed in 1982 as a result of the purchase of larger amounts of non-durable goods, with the 
exception of the food and beverages component, which declined slightly. In 1982 US$ 130 million 
worth of food ready for consumption and foodstuffs for processing and semi-processing were 
imported (13% less than in 1981). Wheat purchases amounted to 247 000 tons with a value of 
US$ 56 million, the corresponding figures being approximately 310 000 tons and US$ 67 million in 
the two previous years. Barley (US$ 6 million), oats (US$ 4.6 million) and powdered milk (US$ 5.8 
million) were also imported. 


b) The current account position and its financing 


Compared to the rapid intensification of the current account imbalance in 1981, its 
deterioration in 1982 was minimal. The deficit rose surprisingly in 1981 by more than US$ 350 
million (53%), exceeding the level of US$ 1 billion for the first time. The trade imbalance also 


5A 20% deposit was established on essential imports in Schedule I, Section A, and another of 40% for imports in 
Section B (which includes necessary but not indispensable products), provided that the purchases are paid for within 270 days. 
Imports payable over a,longer time period do not require a deposit in the case of merchandise in Section B. In the case of goods 
included in Schedule II (non-essential and luxury goods), deposits of 80% and 60% were set, according to whether payment is 
made before or after 270 days have elapsed. Furthermore, the mandatory holding period of the deposits was set at 130 days for 


merchandise included in Schedule I, Section A, 180 days for those in Section B, and 270 for those in Schedule II. 
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worsened that year, and interest payments increased sharply. The sustained and rapid growth of the 
latter factor over the last five years (it rose from US$ 38 million to US$ 710 million between 1976 
and 1981) has been the main cause of the continual deterioration in the current balance of payments 
situation (see table 10). z 

In contrast to what occurred the previous year, however, in 1982 the current imbalance 
increased only slightly (4%). Some reduction of the trade deficit was noted and another favourable 
circumstance was the fact that interest payments appear to have risen only 10%, after the rapid — 
increase they had shown in previous years. a | 

In 1982 US$ 780 million was paid out in interest on the external debt, a figure equivalent to 
29% of the total income generated by exports of goods and services. If that sum is added to the 
amount of amortization payments it makes the extraordinary figure of US$ 2 750 million, which is __ 
3% higher than the value of total exports. 

There was a loss of international reserves in 1982 for the second consecutive year, this beingdue 
in both years to the fact that the entry of new credits into the country was insufficient to cover the | 
higher amount of the current deficit —caused to a large extent by interest payments— and especially 
to offset amortization payments. Between the end of -1981 and the end of 1982 the international _ 
reserves decreased by US$ 328 million (around US$ 50 million less than the amount by which they — 
had decreased the previous year).° Foreign exchange reserves dropped by US$ 266 million, and atthe 
end of the year their availability amounted to US$ 304 million,so that around half of these reserves 
had been lost during the year. 


C) The external debt 


The deterioration of the world economic and financial situation made it difficult for Ecuador to 
secure new loans in 1982 and helped worsen the conditions as regards repayment terms and interest 
rates on which they were granted. There was also a considerable increase in the debt service. The 
combination of these two factors, however, meant that there was only a relatively small increase in 
the amount of the debt at the end of the year (7.5%), if compared with the previous five-year period, 
when the external debt increased 8.5 times. 

At the end of 1982, the external debt amounted to approximately US$ 6 310 million. Around 
three-quarters of it was public and 88% had been contracted for a period of more than one year. 
However, comparison with the debt of five or six years before leads to the conclusion that, since that 
time, the private sector debt and short-term loans have increased more rapidly (see table 11). 

During 1982 loans in the amount of US$ 2 410 million were drawn (12% less than the previous 
year). Of these, around US$ 1 120 million were drawn by the public sector and US$ 1 290 million by 
the private sector. This was the first time that the private sector drawings exceeded those of the 
public sector. Only three years before, the latter sector had drawn 69% of the loans paid out during 
the year. 

In another departure from traditional behaviour, the amount of long-term loans drawn by the 
public sector fell from US$ 1 270 to US$ 515 million in 1982, while short-term loans are estimated to 
have increased sharply, from some US$ 250 million to around US$ 600 million. These trends are 
diametrically opposed to those shown by private sector disbursements. 

It is a novel situation for the public sector to have made short-term commitments with private 
banks for a larger amount than its new longer-term debt, and this must certainly have been reflected 
in a significant rise in the cost of credit. 

The lower utilization by the public sector of long-term credit on advantageous terms was 
connected with the slower development of some projects because of less availability of that sector's 
own financial resources. During the year loans for the public sector of US$ 947 million were 
contracted, 20% less than in 1981, and US$ 312 million of this represented renewals of old loans. Of 
the amount contracted in 1982, US$600 million were short-term loans obtained from the 
international private banking system and the remaining US$ 345 million were long-term credits 
granted mainly by international finance agencies. 


In calculating the decrease in the international reserves, no account was taken of the revaluation of the gold reserves 
which brought them up from US$ 17.5 to US$ 124.3 million. 
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r long-term capital ; 504 
Official sector“ * 440 
Loans disbursed 487 
_ Amortization payments -42 


~ Commercial banks - 
Loans disbursed is 


_ Amortization payments me = 


_ Other sectors‘ 64 

_ Loans disbursed — 123 

_ Amortization payments -58 

Short-term capital -88 

_ Official sector -101 

~ Commercial banks -26 

Other sectors 39 

_ Errors and omissions -50 

~ Global balance“ 112 
- Total variation in reserves — 

(- sign indicates an increase) -146 
Monetary gold -1 
Special Drawing Rights =o 
IMF reserve position - 
Foreign exchange assets -143 


Other assets 
~- Use made of IMF credit s 


-87 


-11 
-2 
-73 


f E Source: 1977-1981: International Monetary Fund, Balance of Payments Statistics, vol. 32, 1981; 1982, ECLA, on the basis of 


data from the Central Bank of Ecuador. 
_ “Preliminary figures. 


b ; ag oe, . q 
Real services also include other official and private transactions, 
“In addition to loans received and amortization payments made, t 


liabilities. 


4 The global balance is the sum of the current account balance plus the balance on ca 
variation in reserves of opposite sign and the global balance represents counterpart items: monetizatt 
Special Drawing Rights, and variations due to revaluation. 

“Does not take account of a US$ 107 million revaluation of gold reserves. 


but not factor services. 


his entry includes net loans granted and other assets and 


pital account. The difference between total 


on of gold, allocation of 


323 


The external debt of the private sector increased from US$ 1 455 million to US$ 1 61 5 million 
between the beginning and end of 1982. During the year US$ 1 024 million was drawn in long-term 
loans (51% more than in 1981) and around US$ 270 million in short-term loans (half the amount 
drawn the year before).’ % 

Together with the reduction in the amount of credit received during 1982 there was an increase 
of 29% in the external debt service, which had already grown by 51% in 1981. The extraordinary sum — 
of US$ 2 745 million was paid out under this category: an amount which slightly exceeded (3%) the — 
value of exports of goods and services. The proportion had been 50% and 76% in 1980 and 1981. 
While interest payments increased from US$ 710 million to US$ 780 million, amortization — 
payments increased by slightly more than US$ 1 500 million to around US$ 1 970 million in 1982. — 

The gradual rise in the debt service and the slow acquisition of new loans in the last third of the ; b 
year hastened the decline of the international foreign exchange reserves. This situation led the © | 
economic authorities to initiate negotiations with international private banks for refinancing the | 
external public debt falling due between 1 November 1982 and the end of 1983.8 


Table 1h - | 
ECUADOR: EXTERNAL DEBT 


i 


1978 1979 1980 1981 1982° Growth rates 
1979 1980 1981 1982 


Millions of dollars 


External public debt” 2478 2848 3530 4416 4699 149 239 25.1 64 


Disbursements 615 1269 1103 152291117 1063-131) 380" 22@6 
Service 354 1 147 731 1057-91409 «2240-3630 406) Cas 
Amortizations payments 244 906 417 598 834 271.3 -540 434 ~395 
Interest 110 +241 314. 459 575 119.1 3-305. 2467 ee 
External private debt” 497 706 1137 1455 1615 421 610° (128.08 "51E0 
Total external debt’ 2,975.3 554. 4667 5871 6314...195,. 39 iee25:8 2.5 
Medium- and long-term 2679 3 343 4111. 5 234. 5579 . 24 eRe ero 6.6 
Short-term 296 211 556 637 JL) n= LO de LON 14.6 13.8 
Disbursements LOL? 851.1 950- 25747" 2410" 8220 53°94 A123. 
Service 577 1 606-1 422. 2.214» 2 747 ~ 18 SSeS 55.724 
Amortizations payments 401 1277 899. 1505 1.967. 218.5) | =29:6 26 7AResOm 
Interest 176 329 528 709... 780... 869... 59.0 9330 \eeee 


Debt coefficients (percentages) 


Total external debt/GDP 38:95 3) 3 en PAU Sas le SD 
Total debt service/exports 

of goods and services 33.9% (- 66.6," “6 76.0, 103.7 
Total debt service/disbursements S67 = 86:87" 729 80:67 “140 
Total debt service/GDP Toe S11 OS WLS SIGSSSR03: 


Source: ECLA, on the basis of data from the Central Bank of Ecuador. 
“Preliminary figures. 
"Balance at end of year. 


Because of a resolution by the Monetary Board guaranteeing the private sector foreign currency of a preferential 
exchange rate for servicing the external debt, on condition that it was registered and fulfilled other conditions, a substantial 
portion of the credits which came in during the second half of the year were diverted toward the official exchange area. 

*In January 1983 an initial agreement was reached with the managing committee which represents 140 lending banks 
to refinance US$ 1.2 billion of the public debt for a term of 9 years, including 2 years of grace, at interest rates of 2 1/4 anit 
LIBOR and 8 1/8 over Prime Rate, depending on the terms on which the loans had been obtained. At that date, this agreement 
was subject to the acceptance of the lending banks, which depended, among other factors, on the evaluation made by the 
International Monetary Fund of the recent evolution of the economy and on the acceptance of a stand-by loan to cover the 


balance-of-payments deficit and pay the debt service, notwithstanding the renegotiation. The refinancing of the private 
external debt was left pending. 
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d) Exchange policy 


For the purpose of strengthening the balance-of-payments position and safeguarding the 
international monetary reserves, which had suffered a substantial decrease in 1981, the Monetary 
Board decided at the beginning of March to raise the price of the dollar from 25 to 30 sucres for a 
Series of transactions which until then had been carried out at the official exchange rate. 
According to these provisions, all external trade must be carried out at the new rate, except for 
_ exports of petroleum and petroleum products, transactions which would continue to take place at the 
__ official exchange rate, and 40% of the value of imports of essential products listed in Schedule I, 
_ which would also continue to be subject to the 25 sucres-per-dollar rate. _ 
a The new exchange rate also applied to foreign currency arising from the public external debt 
__ and from loans to the private sector which fulfilled the requirements set by the Monetary Board. The 
servicing of loans received from the exterior (both by the public and private sectors) which had been 
~ exchanged in the Central Bank before 4 March would take place at the official rate of 25 sucres per 
_ dollar. The same procedure would be followed for remittances of profits on foreign investments 
_ changed in the official market before that date. 
: The Monetary Board complemented the foregoing measures by guaranteeing debtors with 
external loans having a term of 1 to 2 years that foreign currency at the free market rate of the Central 
Bank, that is, 30.30 sucres per dollar, would be made available for servicing them on condition that the 
loans had been registered in the Central Bank and exchanged in that market. 
This partial or selective devaluation of the sucre which meant a break with the exchange rate of 
25 sucres per dollar at which around 70% of total foreign currency transactions were carried out and 
- which had remained unchanged since August 1970, produced varied reactions in different production 
sectors and had an immediate repercussion on the price of the dollar in the free exchange market. 
Between the middle of 1981 and February 1982, the price of the dollar in this market rose from 30 to 
35.70 sucres, or approximately 19%, but in March 1982 alone it rose 13%, to 40.36 sucres. 


Table 12 
ECUADOR: EVOLUTION OF EXCHANGE RATES 


Exchange rates Indexes of effective real 
Annual and (sucres per dollar) exchange rate* 

quarterly a gh aE 
averages Official Pree Exports Imports 
197 25.00 25.40 L115 109.0 
ions 25.00 27.45 105.2 102.4 
1977 25.00 27.47 99.0 98.0 
1978 25.00 26.60 96.2 98.9 
1979 25.00 27.61 99:2 100.2 
1980 25.00 27.78 100.0 100.0 
1981 25.00 ey PY) 93.6 90.6 
1982 30.00 51.03 101.5 96.0 
Fe 25.00 EISYS: 98.4 96.8 
J 25.00 30.49 93.6 90.6 
Il 25.00 30.76 O21 88.0 
IV 25.00 33.83 90.4 87.4 
ns 25.00 36.97 92.4 89.4 
IJ 29.00 47.64 LiZ2 106.9 
lil 33.00 58.65 107.0 p08 

IV 33.00 60.85 Dee, ih, 


Source: ECLA, on the basis of data from the Central Bank of Ecuador, Informacion Estadistica; and from the IMF, Supplement 
é : . a] . . 
E ] g j tistics. 
of Exchange Rates and International Financial Sta a 
“These inked, to indexes of the official real exchange — of the ae ton for oS ee, ines eat ae 
id M s “ > ) — 
ici d 40%) and the free market exchange rate (weighted 1 
average between the’ official rate (weighte Lear ARI AeA adel pa nr 
i i i i é has trade relations, weighted by the relative imp P 
ect to currencies of countries with which Ecuador | A pie np: ets @ 

Papers according to the case, to or from those countries. The methodology and sources used in ee the effective real 
exchange rate may be found in the technical appendix to the Economic Survey of Latin America, 1981. 
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On 30 May, slightly more than two months after fixing the dollar at 30 sucres for many external | 
transactions, the monetary authority raised the official exchange rate from 25 to 33 sucres per dollar. 
At the same time, it adopted several other measures aimed at defining the operations subject to the 
new exchange rate. Labinsts babel 

Servicing of the external debt (especially the short-term component), had increased rapidly and 
become an important factor of foreign currency drain, thus furthering the rapid rise of the rate on the 
free exchange market. Similar consequences were brought about by the outflow of capital in search of | 
higher interest rates and by the expectation that the price of the dollar would continue to increase. — 
Thus, between the beginning and end of 1982, the free exchange rate nearly doubled, increasing from 
33.70 to 64.20 sucres per dollar. In this way the difference with the official exchange rate widened _ 
from 35% to 95%, which created growing expectations of devaluation and also favoured the under- — 
invoicing of exports and over-invoicing of imports (see table 12 and figure 2). = 

In contrast with what had occurred in 1981, when the effective real exchange rate of the sucre 
fell to its lowest level (at least since 1970), in 1982 it recovered significantly, particularly in the second 
quarter when the official exchange rate was raised from 25 to 33 sucres. This devaluation of the sucre 
made it possible to correct the drop which had taken place in the real exchange rate in 1981 and thus 
improved the competitiveness of Ecuadorian products in external markets and/or raised their 
profitability in sucres, therefore stimulating exports. Furthermore, the increase in the real exchange 
rate made imports more expensive in comparison with national products, thus discouraging them 
and helping to reduce their amount and prevent the trade imbalance from being larger. 

However, the devaluation effect on the effective real exchange rate, which had caused the latter 
to rise around 15% in March 1982 and 29% in May (both with respect to February), became weaker 
as the year went on, and by November had lost two-thirds of that effect. 


4. Prices and wages 


a) Domestic prices 


In 1982, and particularly towards the end of the year, the country attained the highest rate of 
inflation it has ever known. In this period, the consumer price index increased slightly more than 
24%, measured from December to December. However, its variation as between annual averages was 
only 16%, i.e., a few tenths less than that recorded in 1981 (see table 13). 

The rise in domestic prices only intensified when the second half of the year was well under 
way. Up to July the average increase did not amount to even 1% per month, and the 12-month 
variation, of the order of 12%, was lower than that of the beginning of the year. Only in August did 
prices begin to accelerate, culminating in a monthly increase of 5.4% in October and in the annual 
rate of 24% in December noted above (see figure 3). 

The growing rise of prices reflects to various degrees, first, the effects of the devaluation, then 
those of the price-setting policy followed throughout the year and especially of the rise in gasoline 
prices and the elimination of the wheat subsidy, and finally, the effects of the wages policy. In 
addition, the serious effects of the rains and floods on agriculture at the end of the year caused a 
scarcity of some commodities, and as a result their prices increased rapidly. 

The inflationary effects of the devaluation on the prices of imported articles, raw materials and 
other inputs took some time to appear, but the consequences of the devaluation on the prices in sucres 
of some export goods were soon noted. 

Even before the price of the dollar was raised, several mass-consumption articles had risen in 
price. In June, the economic authorities established a schedule of products subject to control and the 
fixing of maximum consumer prices and another of goods assigned minimum producer support 
prices. However, the greatest impact on domestic prices was caused by the doubling of the prices of 
the various types of gasoline and the elimination of the wheat subsidy, which raised the price of a 
quintal of flour from 330 to 464 sucres, in the second half of October. 

These and other measures adopted had as their immediate repercussion mass popular 
demonstrations of discontent, a general strike in demand of higher wages and the repeal of some 
measures, and a wave of price rises. The inflationary upsurge was also fuelled by the paralyzation of 
transport, which caused shortage of supplies and speculation, and an increase in minimum wages 
which came to about 30%, taking account of added allowances. 
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The retail prices of some foods rose by the following proportions between October and 
December in Quito: rice 14%, wheat flour 65%, bread 35%, beef and chicken 7% and 4.3%, and 
sugar 11%. Milk, beans and potatoes rose little and oils and fats, whose prices had risen in July, did not 
change. Thus the food and beverages component index of the consumer price index increased at the» 
rate of 4.5% per month in the third quarter, i.e., faster than the general index, which rose at a rate of 
3.9%. In addition, the price of urban public transport was raised from 2 to 3 sucres. 

Attempts were made to contain the inflationary outbreak in the third quarter of the year 
through stricter control of prices and the extension and installation of storage and marketing centres 
for mass-consumption products, together with the establishment of retail distribution agreements. : 


b) Wage adjustments 


In 1981 an end had been put to the system of readjustment of minimum wages, which had been _ 
applied at widely varying intervals, so that each revision had meant substantial changes which upset __ 
budgets and helped intensify inflationary pressures. The system was replaced by one which 
continually establishes and revises wage levels by activity: a task entrusted to wage commissions 
composed of representatives of workers, employers and the Government. 

Despite the existence of that system, the rapidity of the increase in domestic prices in the third 
quarter of 1982, the social discontent (expressed in public demonstrations, slow-downs and strikes) 
caused by those rises, and the economic measures adopted in October outstripped those commissions’ 
possibility of action and made a general wage readjustment absolutely essential. 

Consequently, at the beginning of November all wages below 8 600 sucres per month were 
raised by 600 sucres per month, among them the minimum wage for manual workers, except for 
agricultural workers in the Sierra and the Oriente regions and domestic workers whose wages were 
raised by 700 sucres per month. They had not been readjusted since the beginning of 1980 (see 
table 14). 

Along with the adjustments in wages of up to 8 600 sucres and in the minimum wages (which 
rose from 4 000 to 4 600 sucres for manual workers in general), the amounts of various allowances 
and fringe benefits were readjusted. In monthly amounts, the allowance known as “compensaci6n” 
increased from 250 to 1050 sucres; the bonus as such, from 333 to 383 sucres; the bonus 
corresponding to three months’ wages per year increased from 1 083 to 1 246 sucres; and finally, the 
travel allowance rose from 100 to 240 sucres. Altogether, the minimum wage plus all these additions 
increased from 5 766 to 7 519 sucres per month, i.e., by around 30%. 

However, since the readjustment of wages was only carried out in the tenth month of the year, 
the average increase during 1982 was only 5% and equalled a 9.5% drop in the real minimum wage, 
on top of the decline of 14% suffered the previous year (see table 15). 


Table 13 
ECUADOR: CONSUMER PRICE INDEX’ 


1977 1978 1979 1980 1981 1982 


Variation from December to December 


Consumer price index 9.8 ile 9.0 14.5 18.6 24.3 
Food 9.0 10.6 7.0 192) 13.0 26.2 


Variation between annual averages 


Consumer price index ell 11% 10.3 13.0 16.5 16.1 
Food 15.6 10.2 10.0 11.0 142 19.7 


Source: Central Bank of Ecuador and National Statistics and Census Institute 
ne F 2 ‘ 
Corresponds to the consumer price index for Quito. 
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Monthly variation 
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“The real wages are expressed in 1978 sucres and were calculated by deflating nominal wages by the consumer price 
Quito. ; 
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Table 15 rm 


ECUADOR: EVOLUTION OF THE ANNUAL MINIMUM WAGE 
a AND SUPPLEMENTARY ALLOWANCES 


1979 1980 «1981 1982" {orb os 

1979 1980 1981 1982 

Sucres \ ae 

Total remuneration 34 700 69 200 69 200 72 705 34.1 99.4 ~ + Su18 
Minimum wage 24 000 48 000 ~ 48 000 49 200 333 100.0 - 2 
Bonuses ; 4 500 13 000 13 000 13325 ieee] 122.2 - 2 
Allowances 6 200 8 200 8 200 10 180 37.8: 325: - 24.1 

1978 sucres 
Total real remuneration 31 460 55 538 47 658 43 123 21.6 76.5 -14.2 -9.5 
Source: W. Spurrier Barquerizo, Analisis semanal, vol. XIII, No. 21, 27 May 1983. 

“At the beginning of November the minimum wage for workers in general was raised from 4 000 to 4 600 sucres per month. 
The bonus corresponding to 3 additional monthly wage payments per year (13H, 14th and 15¢ month) was raised from 


13 000 to 14 950 sucres per year. “Compensacion” was increased from 250 to 1 050 sucres per month; allowances increased 
from 4 000 to 4 600 sucres per year, and transport allowances was raised from 1 200 to 2 880 sucres per year. 
Includes: The “Compensacion” allowance, the allowance proper, and the transport allowance. 7 
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1978-1980: International Monetary Fund, International Financial Statistics, May 1983, 1981-1982: ECLA estimates 
__ on the basis of partial data from the above mentioned source and from the Central Bank of Ecuador. 

iminary figures and estimates by ECLA. 

udes deposits in the Central Bank made by the private sector. 


5. Monetary and fiscal policy 


a) Monetary developments 
___ The insufficiency of money which had been observed the previous year and which hindered the 
smooth progress of economic activity was corrected during 1982. Thus, the means of payment, which 
had increased by only a little over 12% in 1981, whereas the nominal increase of the gross domestic 
product had been approximately 18%, rose 21% in 1982 (December-December figures). Both money 
in circulation and sight deposits increased in similar proportions (see table 16). 
____ The increase in the money supply in 1982, which rises to 23 % when the average increase for the 
year is considered, exceeded the growth of the gross product valued at current prices (18%). 
However, this situation appears less clear when the rapid rise of prices towards the end of the year is 
~ noted. Measured from December to December, the increase of prices exceeded that of the means of 
 payment.? ot 
: The expansion of domestic credit by 26% was the only factor stimulating a larger increase in 
‘the money supply. On the other hand, the rapid decrease of international monetary reserves, as in 
1981, was a significant factor of contraction. The same effects were caused by the accumulation of 
savings and time deposits, which increased by 40%, stimulated by a more attractive interest rate, and 
the sale of bonds, which grew by 34%. The effect of the last two factors, however, was attenuated by 
the drastic reduction registered in government deposits in the Central Bank near the end of the year. 
For the first time in the last four years, Central Bank credit to the Government increased, but its 
absolute level has varied little during these years and its relative importance in the expansion of 
money has been slight. The case of credit granted to the private sector has been different: because of 
its magnitude and sustained increase, it has been the main stimulus of the means of payment. This 
effect has been reinforced with the equally rapid growth of credit to financial institutions, which has 


doubled since 1979. 
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In the first ten months of 1982, the Central Bank granted loans in the amount of approximately 


70 billion sucres (22% more than the previous year), a high proportion (80%) of these being: 


intended for the private sector. However, credit to businesses and individuals decreased by 6% during 
the year, which can be attributed to the restrictions on advances for future exports. At the end of the 
year, the total amount of Central Bank credits, US$ 55 700 million, was 20% higher than it had been 
at the end of 1981, and the private bank portfolio amounted to 75 100 million sucres, around 50% 
higher than that year. 

The main concerns of the monetary policy during the year were to try to adjust the balance of 


payments and provide the necessary financial resources for the normal progress of productive — 


activity, without neglecting control of inflationary pressures. 


a mp 


In the early months of the year, interest rates were altered and the reference rate was set at _ 


12%. The rates paid for savings and time deposits, which had been 10% for private banks and11% 


for savings and loan associations (called mutual benefit societies), began to rise, by decision of the 
relevant authorities, one point every 45 days: by August they had reached 12% in the banks and 13% 
in the mutual benefit societies. For a long time negative real interest rates have prevailed: these have 
discouraged domestic savings and stimulated the flight of capital from the country, the latter being 
further encouraged by the existence of a relatively low exchange rate for the dollar. 


b) Fiscal and public sector income and expenditure 


An estimate of the accounts of the General State Budget, made by the Central Bank, shows an 
increase of 14% for current income and 11% for total expenditure. In the case of income, the increase 
was substantially higher than that recorded the year before (when it was less than 5%), while in the 
case of expenditure it was much lower than the rate at which expenditure increased in that year 
(429%). As a result, the fiscal shortfall (which had increased by a factor of 4.8 in 1981) rose by only 5% 


Table 17 
ECUADOR: STATE BUDGET INCOME AND EXPENDITURE 


Se ee aS eS ee ee eee 
Millions of sucres Growth rates 
1979 1980 1981 19827 1979 1980 1981 1982°* 


1. Total income’ 23080 37549 39297 44820 214 62.7 4.7 141 
Current income 23722 38430 40510 46611 20.7 62.0 5.4 LS 
Traditional 193726 23:05S% «25,379.5-25 296 10.7 19.0 10.1 -0.3 
Tax revenue 18:445,> 22).078 623 744) 24-016 10.1 19.7 to Eel 

Direct 3 419 4 174 6 137 5 996 Ser Da 47.0 -2.3 

Indirect 6 527 8 177 8 098 9 689 17.8 255 3) tei) 19.6 

On foreing trade 8400 OFZ TE OOD Aaa 3.0 144 -2.2 -12A4 
Other income 927 1 838 1 635 1 280 DS ti 98 3nc0shL0) S21 
From petroleum 4 350. 14 607 35.131. 20 954 101552358 5. Oi oS 
Transfers - 766 - 361 ; “= 

2. Total expenditure 28189 41698 59395 65 895 7.8 47.9 “424° "169 

3. Deficit (1-2) -5 109 -4149 -20098 -21075 -28.0 -18.8 384.4 4.9 

4. Financing 3890 4149 16838 18 390 

Net indebtedness 4 260 4 324 8301 15 916 
Foreign - 18593 7658 11 636 
Domestic 4 260 2 HVA 643 4 280 

Use of special resources - 40 9 fu, Sido 
Cash balances’ -370 -205..«=1 220 899 
Difference (3 - 4)“ 1 219 = $260. 2 ORS 


Source: Central Bank of Ecuador and National Development Council. 
“Preliminary data 
Total net income. Taxes paid with tax credit certificates and agrarian reform bonds have been deducted 


Utilization or net accumulation of funds during the period in question, according to whether the balance is positive 
negative. : a 


DD es 3 fe ' i j i 
Payments deferred to the following year, minus payments made in respect of expenditures of the preceding year 


332 


ECUADOR 


it 1982, which is undoubtedly an important achievement of fiscal policy. These results are all the 
ore impressive when the trend of domestic prices in the meantime is considered (see table 17). 
The deceleration in fiscal spending which was achieved in 1982 nevertheless does not take into 
account the amortization payments on the central administration debt, which was just short of 
ubling in the last year and which amounted to some 8 600 million sucres. If this sum is added in, the 
eficit rises to 30 billion sucres, 20% more than the deficit of 1981. 
5; The increase of 14% in current income came almost entirely from oil income, which increased 
by 39% because of the rise in the domestic prices of the various types of gasoline, representing 
~ additional income of 3 150 million sucres for the Government, and the doubling of income from the 
_tax collected on the petroleum companies’ income. These increases in taxation were especially 
significant in a year when oil production did not increase and in which its external sales decreased by 
_ 6% in both volume and price. 
eo Traditional income other than income from the petroleum industry practically did not vary 
_ with respect to the year before (meaning that it decreased by 16% in real terms), due to the lower 
__ collection of taxes on external trade (-12%), which had already dropped the year before, and the 
~ lower collection of income tax. On the other hand, collection of production and sales taxes increased 
- around 20% after collection of indirect taxes had decreased slightly in 1981. 
2 Among taxes on external transactions, those on imports dropped by 11% as a direct result of 
the significant reduction in external purchases. Moreover, the amount collected in this category 
e. represented virtually the entire amount collected as taxes on foreign trade, since income from the tax 
on coffee exports disappeared as a result of the changes introduced in 1981. It may be recalled that the 
value of imports of goods decreased around 8% during 1982, due to the effect of the prohibitions and 
hindrances laid down and also because of alterations in the exchange rate. 
7 After deduction of the tax paid with Tax Credit Certificates (CAT) and with agrarian reform 
bonds, it would appear that tax collection did not vary much in 1982, whereas in 1981 it had increased 
- by 6%. This means that in each of the last two years central government tax income has decreased by 
9% and 16% in real terms, respectively, and the tax burden with respect to the gross domestic 
product had decreased from 7.5% in 1980 to only 5.4% in 1982. The latter figure rises to 7.1% if tax 
received from the petroleum industry, which the statistical data include together with other income 
from that source, is added. With respect to the low level of the tax burden frequent reference is made 
to the large amount of tax evasion.'° 

With the primary aim of decreasing the fiscal deficit, in mid-1982 the Government established 
a series of restrictions on its spending, chiefly in respect of current expenditure, and also prohibited 
the creation of new posts in the public service. Furthermore, in October the wages of government 
civil servants exceeding 31 000 sucres per month were lowered by 20%. However, at the end of that 
month the wages of public- and private-sector workers not exceeding 8 600 sucres per month were 
raised by 600 sucres. 

According to estimates by the Central Bank, of the 1982 fiscal deficit of 21 075 million sucres, 
slightly more than half was financed with net external indebtedness, 20% with domestic resources, 
and around 7 700 million remained unfinanced. : 

At the global public sector level, estimates made by the National Development Council indicate 
that total expenditure appears to have increased by 15% in 1982 and income by nearly 14%, thus 
bringing the deficit (including the public debt service) to 48 billion sucres: 18% higher than that 
recorded in 1981 (see table 18). 

In the case of the consolidated public sector accounts, the amount received from petroleum 
activities was substantially higher than that collected by the central government from this industry. 
The 22% increase in that income in 1982 helped offset the poor performance of traditional revenue. 

Furthermore, while current expenditure increased less (13%) than domestic prices, in keeping 
with the austerity measures laid down, real investment grew at a slightly higher rate than prices, 
while financial investment was sharply reduced. However, outlays in respect of amortization 


10Statements by the Minister of Finance, reproduced in the press in February 1983, emphasized the high degree of tax 
evasion in the country. The tax burden falls on barely 5% of the economically active population. Of an approximate total of 
14 000 businesses, only 4 000 make tax returns and pay taxes to the State, and of the approximately 2.4 million economically 
active persons, only 200 000 declare their income and only half of these actually pay taxes. 
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payments on the public debt increased rapidly. Under this heading and that of earned inte 
million sucres were paid out (47% more.than in 1981). Of this sum approxim 
corresponded to external indebtedness, whose service grew extraordinarily fast (90%) . ; 
The slower increases observed in the expenditure and deficit of the General State Budg: 
the public sector in 1982, in comparison with the two previous years, conceal two significant 
firstly, the difficulties encountered in obtaining medium- and long-term financing under more or 
favourable conditions, and secondly, the effects caused by the containment of expenditure and 
of financial resources in the shape of the delays, stoppages and postponement of man oject 
high priority for the country’s development which had figured in the annual operational plans for 
1981 and 1982. Among these were projects on coastal fishing, the Jubones irrigation and 


hydroelectrification project, rural telecommunications, sewerage and border development. 
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EL SALVADOR 
1. Recent economic trends: Introduction and summary 


The situation of the economy of El Salvador continued to be notably critical in 1982. The gross 
domestic product fell (-5 %) for the fourth consecutive year, reaching a level 24% below that recorded 
four years earlier. Although part of the population emigrated for economic or other reasons, the per 
capita product diminished by one-third between 1978 and 1982 (from US$ 510 to US$ 360 at 1970 


_ prices), equivalent to a retrogression of over two decades! (see table 1 and figure 1). In addition, the 


balance-of-payments situation deteriorated, with a loss of reserves, also for the fourth consecutive 


_ year, while the fiscal deficit remained at a very high level. Finally, almost a third of the economically 


active population were unemployed. 
The acute political conflict affecting the people of El Salvador was an important factor in the 
severe economic deterioration described. For several years past, the antagonism prevailing between 


various groups in the Salvadorian community has progressively deteriorated into situations of 


violence and into the fragmentation of the national political scene. The resulting discord has aroused 
international concern as the conflict has grown in intensity, with lives being lost and considerable 
damage caused to the infrastructure and to economic activity. At the end of March 1982 voting was 
held —in which, however, not all elements of Salvadorian society took part— to elect the members of 
a Constituent and Legislative Assembly. This is turn nominated a President for a period of transition 
scheduled to last slightly more than 18 months. 

The difficult situation gave rise to the need to introduce important changes in economic policy. 
However, the complicated political situation of the country (owing to armed confrontations and 
tensions arising in connection with the electoral process carried out in the year), made it very difficult 
to adopt appropriate corrective measures. The new government which took office after the elections 
maintained, in general terms, the same economic orientation as the preceding administration; the 
only exceptions were the new exchange regulations adopted in the second half of the year, partial 
suspension of one of the agrarian reform decrees which had come into force two years earlier, and an 
adjustment of public service tariffs. 

Among the economic effects of this already prolonged conflict —which, far from reaching a 
solution, tended to become worse in 1982— those deserving particular mention were the contraction 
of private investment, the flight of foreign currency, emigration of entrepreneurs and professionals 
and physical damage to the infrastructure. To all this was added the strong influence of a combination 
of adverse factors stemming from international economic circumstances which tended to aggravate 
the country’s chronic external imbalance and the financial deficit in the public sector. These same 
factors have also affected other economies as open as that of El Salvador, in the case of this country, 
however, their effects have been more severe since they have combined with the internal problems 
already referred to, and with the generalized economic deterioration of the rest of the Central 
American countries, transmitted to the Salvadorian economy through reciprocal trade conducted in 
the framework of the subregion’s integration commitments. 

As the internal and external financial situation grew in severity, and the meagre levels of 
international reserves became one of the principal obstacles to be tackled, the authorities redirected 
the immediate objectives of their economic policy towards the correction of financial imbalances, 
even at the expense of economic activity and employment. 


’ 


1 Twenty years previously, in 1962, the gross domestic product 
growth rate of the population resident in the country had been similar & 
1982 would have been only slightly higher than the average recorded in the 1950s. 


amounted to US$ 374, at 1970 prices. It should be borne in mind that if the 
) traditional levels in the preceding four years, the per capita product in 
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Already in 1981, coinciding with negotiations then being conducted to obtain the financial 
support of the International Monetary Fund, the Government had drawn up an economic 
stabilization programme which included import controls and a number of measures aimed at 
moderating the inflationary process: regulation of the prices of some basic articles, freezing of 
salaries and wages, and austerity in public expenditure. 

During 1982, the economic policy in general maintained the same characteristics, but emphasis 
was placed on increasing the inflow of foreign capital, especially of a short-term nature, in view of the 
acute and increasing difficulties. Two relatively important loans were thus obtained from the 
International Monetary Fund: one on a stand-by basis for US$ 50 million and the other, providing 
compensatory financing, for US$ 37 million. At the same time the financial support of the — 
Government of the United States was increased, in particular through the Agency for International | 
Development (AID), part of this support taking the form of a donation of approximately US$ 100 ; i 
million. = | 


Table 1 
EL SALVADOR: MAIN ECONOMIC INDICATORS 
$$ 
1977 1978 ~~ 1979 1980 1981 1982° 


A. Basic economic indicator 
Gross domestic product at market prices 


(millions of dollars at 1970 prices) 2 184 Zh Deie 2 054 1 859 1 758 
Population (millions of inhabitants) 4.39 4.52 4.66 4.76 4.84 4.88 
Per capita gross domestic product 

(dollars at 1970 prices) 497 510 488 432 384 360 


Growth rates 
B. Short-run economic indicators 


Gross domestic product 6.4 5.6 -1.5 -9.6 -9.5, -5.4 
Per capita gross domestic product 3.4 2.6 -4.2 -11.5 -11.0 -6.2 
Gross domestic income, in real terms” Lek OA -1.3 -12.5 =) -5.1 
Terms of trade (goods and services) 40.6 -22.2 -49 -12.5 -10.7 1.6 
Current value of exports of goods 
and services 26.3 -10.9 40.0 -18.3 -15.9 -2.3 
Current value of imports of goods 
and services 25.6 129) 2.6 -4.8 -0.3 5.5 
Consumer prices 
December-December 14.9 14.6 14.8 18.6 11.6 13.8 
Variation between annual averages 11.8 13.3 bo 17.4 14.8 Le 
Money 78 9D 21.6 Ped -0.8 47 
Wages and salaries‘ 26 -5.9 1.7 -6.1 -12.9 -10.5 
Unemployment rate 4.7 6.7 16.2 25.0 30.0 
Current income of government 45.8 -13.1 18.3 -14.4 6.4 1.6 
Total government expenditure 17.5 12.2 12.8 17.6 13.2 52 
Fiscal deficit/total government expenditure ® 14.5° Li-3 7.0 S25 36.3 38.8 


Millions of dollars 
C. External sector 


Trade balance (goods and services) 19 -238 hg -71 -243 -200 
Balance on current account oe) -245 123 -117 -281 -240 
Balance on capital account 19 301 -257 44 233 170 
Variation in international reserves 4l om -128 -69 -43 -70 
Disbursed external public debt 

(medium and long term) 280 339 398 475 654 778 


Source: ECLA, on the basis of official data. 
, Preliminary figures. 
Gross domestic product plus terms-of-trade effect. 


: Lee 
‘ eal minimum wages of agricultural workers, except for harvesting of coffee, sugar cane and cotton. 
Percentages. 


“Surplus. 
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The external resources obtained during the year were devoted primarily to avoiding as far as 
possible any further deterioration of the external and internal imbalances, only a small proportic 
being directed to productive purposes. Moreover, due to the state of internal convulsion, pr 
execution capacity also suffered a decline. Sea a 

Within foreign trade policy, the restrictions on external purchases of supplies were applied 
more rigorously, with a consequent contraction of inventories of imported products. A dual exchange . 
rate system was also instituted (as explained in detail hereunder), mainly with the aim of securing 
more rational allocation of foreign currency. A reduction of almost one-fifth was thus achievedinthe 
trade deficit, although this still remained at a high level. The terms of trade, for their part, showeda | 
small improvement after four years of significant deterioration. a 

In the fiscal sphere, tax rates remained almost unchanged after the increase introduced in 1981. 
However, in order to place the finances of public enterprises on a sounder basis, their service tariffs 
were updated. This last-named factor, together with rising import costs (especially when expressed 
in national currency, in view of the dual exchange rate system), caused a general increase in prices, - 
although this was less than in the preceding year (12% compared with 15%). As a result, with | 
inflation running at a rate slightly below that of 1981 and a policy enforcing the rigid freezing of — 
wages, the deterioration of wage levels in real terms (added to that of previous years), together with 
the increase in open unemployment, brought about a considerable fall in the level of satisfaction of 
the basic needs of the population. 7 

With regard to monetary policy, the increase in interest rates introduced at the beginning of 
1982 proved insufficient to attract resources to the extent foreseen. Furthermore, the growing 
financial imbalance in the public sector led to a shortage of credit for the private sector. The policy of | 
austerity in the management of public finances failed to produce the results envisaged, making it 
necessary to seek the support of the national banking system and to negotiate a larger inflow of 
external resources, supplemented by donations. 

To sum up, the economic situation wascharacterized by serious maladjustments in the financial 
sphere (balance-of-payments and fiscal deficits) and in real terms (generalized recessive trends in 
economic activity and lower levels of employment). The final result was similar to that of the 
preceding year, although with some changes of emphasis in the intensity of imbalances. The gravity 
of the crisis was such that no prospects could be foreseen of overcoming it in the near future. Even if 
the civil conflict were to end and consensus were reached with regard to a minimum of economic 
policy measures, levels of activity recorded as recently as four years previously could only be regained 
after quite a long period. 


2. Trends in economic activity 


The prolonged economic contraction of recent years has contributed to the 26% reduction registered 
since 1979 in total levels of supply and demand. On the supply side, while the gross domestic product 
fell slightly more than 5% in 1982, the quantum of imports of goods and services decreased by almost 
11%, a trend similar to that of the two preceding years (see table 2). This behaviour by imports was 
associated with a lower level of domestic demand and reflected the intensification of the policy of 
austerity applied by the Government with regard to expenditure and allocation of the scarce 
availability of foreign exchange. 

The situation as regards the components of total demand followed the same trend. That 
originating internally diminished at a similar rate to the gross domestic product, while external 
demand fell to an even more marked extent (-9%) after the considerable decreases registered in the 
two preceding years. The lower level of exports in 1982 was due in part to the depressed situation of 
the internal productive system, aggravated by political conflict and adverse climatic conditions. In 
addition, the deterioration in the volume of external sales of most commodities was attributable to 
7 combined Pct of the slackness of international markets (in both prices and demand) and the 

eterioration of overall demand in the rest of the Central Ameri i i 
contraction in intra-regional trade. SH guliob to Boba eee 9 om 
As regards domestic demand, the most pronounced setback —in contrast with 1981— occurred 
in gross capital formation (-9% in 1982, making a spectacular drop of 70% over the last four years). 
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: ECLA, on the basis of figures supplied by the Central Reserve Bank of El Salvador. 
eliminary figures. 
The figures for exports and imports of goods and services were taken from balance of payments data expressed in dollars at 
current prices which were converted to constant 1970 values by deflation, using price indices calculated by ECLA for the 
_ purpose. 
ar = 
~ Changes in stocks for their part, showed negative results due to the combined effects of a reduction 
* (less than that expected by the authorities) in inventories of such products as coffee, and the virtual 
haustion of raw materials and inputs. 
i Fixed capital formation fell for the fourth consecutive year, this time by 15%, after a total 
contraction of 55% in the three-year period 1979-1981. Similarly, and as in the latter period, the 
~ contraction in the renovation of productive equipment was more marked than the decreases suffered 
_ by the building industry and the execution of works in general. In 1982 investment in machinery and 
~ equipment amounted barely to a third of that recorded in 1978. Furthermore, while gross fixed 
~ investment in machinery in 1970 had represented almost 7% of that year’s gross domestic product 
and construction’s share of the product had been only 5%, in 1982 both items had about the same 
__ share (somewhat more than 5%). 
Zc - This recessive situation, reflected in a coefficient of investment at constant prices which fell 
between 1970 and 1982 from 13% to 9%, is probably one of the main obstacles that will have to be 
~ faced in the Salvadorian economy when it is able to recover its former dynamism. Apart from the fact 
_ that in several cases the severe contraction of economic activity has reduced the stock of productive 
capital (as in the case of manufacturing), some negligence has been observed in the maintenance of 
equipment, and installations and equipment have been physically damaged as a result of the civil 
conflict. 
. There have also been considerable depressive effects on total demand and its components. In 
2 1979 and 1980, government consumption was the only element of domestic demand that grew toa 
certain extent (by 3% and 2% respectively), but in 1981 it remained practically immobile, and in 
1982, after the reorientation of economic policy towards greater austerity and selectivity, this item 
contracted (-4%), like demand in general. 
c Private consumption again dropped, for the fourth consecutive year, although less than in 1981 
(6% compared with -10%). This was caused primarily by the combined effects of greater 
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unemployment and underemployment and pronounced deterioration in the real value of wages. Per 
capita private consumption fell by 7%, on top of the reduction of 12% recorded in the preceding year. 
Thus, between 1980 and 1982 its value fell from US$ 340 to US$ 280 at 1970 prices. This situation 
was reflected in a progressive change in the composition of consumer impotts, since purchases of 
durable and luxury goods diminished considerably while the proportion of basic and essential 
products rose. 


a) Evolution of the main sectors 


Although, as already mentioned, the gross domestic product fell in 1982 for the fourth — 
consecutive year, the reduction proved to be noticeably less than in the two preceding years. However, | 
as a result of the accumulation of this deterioration on top of previous contractions, the crisis reached | 
greater dimensions than in those former periods (see table 3). | 

In this critical situation, the recession affected all economic activities, although with different 
degrees of intensity. However, in almost all cases, with the exception of construction and electricity 
generation, the decrease was smaller than in 1981. On the other hand, the crisis was more evident in 
construction, which had been one of the sectors least affected in 1981. Scant activity in private sector — 
production and building, added to the stricter public expenditure policy, contributed to this 
aggravation. 

As regards electricity generation, for its part, the slackening was somewhat greater than in 
1981, partly because of the material damage done to various transmission lines and pylons, which 
caused cuts in the supply of energy. 

The goods-producing sectors as a whole suffered more than average deterioration (-7%), while 
basic services reflected the average trend, and services in general were affected to a lesser degree. 

i) Agriculture. Activities in this sector —of great importance in the economy of El Salvador 
owing to its impact on the availability of basic food products and its capacity to generate foreign 


Table 3 


EL SALVADOR: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


saan oe eB gee 8 ie |. eh apne ee, Ra GREED po 
Millions of Percentage G f 
1970 dollars breakdown EOMEUE TALES 


1980 1981 1982" 1970 1980 1982" 1979 1980 1981 1982" 


Gross domestic product” 1897 1717 1624 100.0 1000 100.0 °+1.5°° °9.6° | =95:9))=54 
Goods 922 817 758 51.4 48.6 46.5 =i, LL OF ED -7.2 
Agriculture 539 485 449 30:6 28.4 27.5 LS) 5.9 -10.1 -74 
Mining 3 3 3 0.2 0.1 0.2 2.8 27 -2.6 - 
Manufacturing 318 268 252 17.6 16.8 15.5 22.9 SS hel 5i8 -5.9 
Construction 62 61 54 3.0 Ee, 335, 2144. 342 1.3 <1 
Basic services 165 150 141 7.0 8.7 8.7 -2.7 -5.1 -9.1 -5.6 
Electricity, gas and water a2. 50 48 1.6 vari 3.0 74 -1.4 33 -3.9 
Transport, storage and 

communications 113 100 93 5.4 6.0 >.0. -6.5 “6;]_ -, = 18 -6.5 
Other services 810 757 731 41.6 42.7 44.8 -0.8 -6.9 -6.5 -3.5 
Commerce® 367 321 308 20.3 19.4 18.9 =P He ade) -4.1 
Ownership of dwellings 81 82 82 4.0 4.3 5.0 3.6 3.0 eS -0.1 
Community, social and 
personal services“ 362 > 394~) 34d: 17.3 sh Os he 20.9% pea Riene ain eee 


Government services 215 220 215 8.4 iL3 13:2 3.8 Bed 2.4 -2.5 
Source: ECLA, on the basis of figures supplied by the Central Bank of El Salvador. 
“Preliminary figures. 


As Ce activities and the totals were calculated independently, the sum of the former does not necessarily coincide 
with the latter. 


c , nit oot os peel : 
includes financial institutions, insurance and real estate, except ownership of dwellings. 
Includes restaurants, hotels and business services. 
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Source: ECLA, on the basis of official data supplied by the Central Reserve Bank of El Salvador. 
(Preliminary figures. at 
“Estimated on the basis of variations in added value at constant prices. 
“In thousands of quintal, with the exception of sugar cane which is shown in thousands of tons. 
“Thousands of head. i 

Millions of pounds of meat. 
- J Millions of bottles. 
~ * Millions of units. 
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~ exchange, quite apart from its incidence in employment— suffered a contraction of 7% in the year 
(see table 4). This deterioration was smaller than the 9% drop registered in 1981, but was 
nevertheless more acute than the average decline of national production. 
Several impediments combined to bring about the retrogression of agricultural production in 
~ 1982. In the first place, extra-economic factors caused serious losses of production, with the 
consequent discouragement of many producers, either in the phase of sowing or that of soil 
_ preparation. Secondly, some delayed effects of the agrarian reform legislation enacted in the first half 
of 1980 made themselves felt, since on the one hand those legal provisions needed time to reach 
4 maturity and on the other some production circles feared that the decree issued in May 1982 (which 
4 suspended the application of the reform in the case of rented properties and affected the output of a 
a number of products, including cotton) would in fact not be applied. Thirdly, two factors of a financial 


nature came into play, namely the rising prices of the main inputs used in the productive process and 


the low product prices prevailing in international markets. 
For their part, two natural phenomena, namely a drought (due to late commencement of the 


2 
o rainy season), followed by severe floods in the month of September (which also affected other Central 
_ American countries), impaired this already depressed activity to an even greater extent. Heavy 
_ damage was caused in the agricultural sector in general, both in respect of products for domestic 
a consumption (some basic foods) and of those for export such as livestock, due to the loss of a large 


number of animals in some areas.” 


2See El Salvador: Los desastres naturales de 1982 y sus repercustones sobre el desarrollo econdmico y soctal 


(E/CEPAL/MEX/1982/L.30), 19 November 1982. 
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This critical combination of circumstances provoked losses in all the important crops produced 
for domestic consumption: rice (-20%), beans (-14%), sorghum C 13%) and maize (-11%). oO Da 
of these products had also fallen in 1981, so that in the case of rice, for example, the Spin sis: ‘ 
two years amounted to 40%. This adverse development came about despite the existence S a 
preferential credit programme and another ensuring relatively favourable guaranteed prices fom 
producers. Thus, although the country had traditionally managed to cover most of its requirements of - 
grains for domestic consumption and had even on several occasions been able to sell a certain 


proportion of the output of some products in foreign markets, it became necessary in 1982 to resort 


dynamism of this activity. 

Sugar cane was the only agricultural item showing a certain increase in output (2%), since it 
was relatively unaffected by the year’s natural disasters and planting was encouraged by the relatively 
remunerative prices ruling at the end of 1981 which, however, subsequently collapsed. 

In the livestock field, the number of head of cattle slaughtered and the volume of milk produced 
both followed the diminishing trend of recent years, while the slaughtering of pigs and poultry and 
egg production rose in varying degrees of intensity. In the case of poultry, output continued, as in the 
preceding three years, to exceed the rate of population growth, and pig slaughtering reversed the 
downward trend of the three previous years. 

ii) Manufacturing. Manufacturing output suffered a contraction of 6% in 1982 after having 
dropped by 16% in both 1980 and 1981. Thus, the accumulated growth of the manufacturing sector in 
the past 12 years does not even amount to 6% (see table 5). Circumstances already described, such as 
the weakness of the national and Central American markets, were largely responsible for the 
unusually severe drop in industrial activity in these recent years. In addition to the considerable 
discouragement in the entrepreneurial sector caused by the depressed level of internal and external 
demand, however, another very important limiting factor was the financial strangulation which 
made it difficult to acquire imported inputs. These are of vital importance in the industrial structure 
of El Salvador, which is characterized by a limited degree of integration between branches of activity. 
The new administration, which came into office in the middle of the second quarter of the year, failed 
to institute an industrial policy capable of satisfying expectations. 

With regard to trends by branches of manufacturing activity, some results may be inferred by 
considering almost exclusively the fluctuations in purchases of imported inputs, without taking into 
account the variable incidence of the utilization of raw material inventories or of locally-produced raw 
materials. In the first place, the production of foodstuffs, beverages and tobacco remained almost 
stagnant in 1982, although this would suggest that a certain measure of demand for essential products 
nevertheless continued despite the prevailing crisis. On the other hand, the greatest deterioration 
was observed in the case of metal products and was associated, in part, with the contraction of 
construction activity already mentioned. 

An indicative aspect of the recession affecting the industrial sector was the lower industrial 
consumption of electricity, which, in the period January-September, was 11% lower than in the 
equivalent period of 1981 (see table 5). 

The institutions responsible for promoting the country’s industrial development were 
restructured at the beginning of the year. Thus, the place of the Instituto Salvadorefio de Fomento 
Industrial (INSAFI) was taken by the Banco Nacional de Fomento Industrial (BANAFI) and the 
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seas Table 5 
EL SALVADOR: INDICATORS OF MANUFACTURING PRODUCTION 


> 2 1970 1975 ~ 1980 1981 1982 Growth rates 


1979 1980 1981 1982" 
oa of value added 
70 = 100) 100.0 138.2 133.4 112.4 - - 
Foodstuffs, beverages and setae = ae caper 
acco 100.0 144.0 136.7 120. E - - - - 
Biles ‘dediiag aad 3 2. 119.8 5.2 -141 -12.1 -03 
2 a ee os oe 102.3 818 543 1.8 -16.5 -20.0 -33.6 
~ Textiles : 7 620 53.0 444 10.2221 .15 a - 
A Clothing, footwear and ‘ sateen ahaa 
a other leather products 100.0 1316 1488 1149 658 2.3 -14.1 -32.8 -42.7 
_ Wood'and paper 100.0 129.0 139.6 1183 1025 -46 -19.1 -15.3 -13.4 
_ Wood and its manufactures 1000 1363 159.0 119.9 . 84 -20.8 -14.7 a 
___ Paper and paper products 100.0 123.1 140.2 117.0 ceed BAt-176e 2165 
_ Chemicals and products of 
_ petroleum and rubber 10G-0"* 12657 "7 116.6" 92.9" 186.6" "+615" -176-" -18.6"° -8.7 
_ Chemical products . 100.0 113.2. 969 875 800 -64 -216  -9.7  -86 
_ Petroleum and rubber 
products 1000. 148.0 147 7 1067 97D. 5.8. t2139.0 <2 7 Bead 
_ Non-metallic mineral products 1000 ~t40.) 1042" "82.2" 90.5" 99 Sete 2211 1k 
‘Metal products and machinery 100015861635: 22:9 5.2 -19.9 -248 Bes 
_ Metal products 100.0759 W457 © ~ 105.8. 456. 20.4. =-19.5-329 -569 
Machinery and equipment LOO R ISLE 61660, 1305 Ss EAE ALS =m 
Other manufactures 100.0) SHAS T119AY: 976° 69:3)" -11.0 42145 -18.3_--29.0 


Other indicators of 

manufacturing production 

Industrial consumption of 

electricity (millions of kWh) mah Sat S557 at aa S10 2a eT 


\ Source: ECLA, on the basis of official data supplied by the Central Reserve Bank of El Salvador. 
Preliminary figures estimated on the basis of variation in imported inputs. 
_ >Estimated on the basis of variation in the period January-September. 


Corporacién Financiera de Inversiones (CORSAIN). The central aim of BANAFI is to promote the 
development of manufacturing activities, mineral extraction, fishing and processing of marine 
products, agro-industrial activities and tourism. CORSAIN devotes its efforts primarily to 
strengthening existing enterprises and creating new ones. 

iii) Construction. As already mentioned, this was the sector which suffered the severest 
depression in 1982, when its gross product contracted by 12% after pronounced declines in the 
preceding three years. Although official estimates are not available, the deterioration appears to have 
been much greater in the private than in the public sector. In contrast with 1981, however, when the 
policy of austerity in government expenditure was not yet in full force, investments in public 
construction in 1982 also dropped considerably. 

The execution of some projects nevertheless continued with external financial support, thereby 
preventing a more pronounced deterioration of this activity. These projects included construction of 
the San Lorenzo hydroelectric plant, work carried out in the northern part of the country to increase 
water supplies for the metropolitan area of San Salvador, continuation of work on the construction of 
a fishing port, conclusion of the highway between the new international airport and the city of 
San Salvador, continuation of work on a stretch of the San Salvador-San Miguel highway, and the 
construction of dwellings by the Instituto de Vivienda Urbana (IVU) with financing provided by the 
Inter-American Development Bank. 

iv) Services. In the area of basic services the greatest decrease occurred, as in 1981, in 
transport, storage and communications (see table 3). The first of these items suffered the effects of 
the drop in production and both external and domestic trade and was severely affected within the 
country, both in urban areas and as regards the road network, by the extra-economic phenomena 
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already referred to, which in many instances caused the destruction of automotive equipment and loss ~ 
of cargoes. oe 

Electric power generation declined for the third consecutive year despite the efforts being made 
to expand the production network as part of a Central American interconnection programme. /s_ 
already mentioned, this decrease-was due in part to repeated attacks against transmission lines and 
pylons which interrupted distribution and caused temporary suspensions (for hours or days) off 
electric energy supplies in some localities. ) 

As regards electricity consumption, the greatest decrease was recorded in the industrial 
sector (-11%), as compared with government and other public services (-1%). On the other hand. 
electricity supplies to the residential and commercial sectors grew, since work continued on th 
programme of expansion of the distribution network in urban areas (see table 6). 4 | 

Of the remaining service activities, wholesale and retail trade was most adversely affected, with . 
a drop of 4% in 1982, thereby completing a four-year decrease of 29%. Other services also showed _ 
declines of some magnitude, prominent in this respect being a drop in the value added by © 
government, for the first time in recent years. 


b) Employment and unemployment 


It has been very difficult to estimate in a reliable manner the extent of unemployment and | 
underemployment in some urban and regional centres, due to a lack of direct information from _ 
surveys or other procedures. Some facts, however, appear certain. For example, given the situation of — 
political tension and prolonged economic recession, aggravated by long-standing shortcomings in the 


Table 6 
EL SALVADOR: INDICATORS OF ELECTRICITY PRODUCTION 
AND: CONSUMPTION 
Millions of kWh Growth rates 
1970 1975 1980 1981 1982° 1979 1980 1981 19827 
Net production 671 1 059 1 540 1512 1 474 ra -3.7 -1.8 -2.5 
Total 
consumption 584 941 1 338 1525 1 284 7.9 -5.5 -1.1 -2.9 
Residential 157 241 337 382 400 11.1 49 “13 4.8. 
Commercial 78 126 174 166 170 8.1 -7.0 -4.7 23 
Industrial 246 410 557 544 485 10.2 -14.2 -2.3 -10.6 
Government 
and other 103 164 220 231 229 -3.7 4.3 5.0 -0.9 


Source: ECLA, on the basis of figures supplied by the Direccién de Mineria y Recursos Energéticos. 
Preliminary figures estimated on the basis of variation in the period January to September. 


Table 7 
EL SALVADOR: EVOLUTION OF UNEMPLOYMENT 


1978S A er Seger Se 
Unemployment rates 

National 3.7 6.7 16.2 c 

Agricultural sector 3.3, 78 a7 0 25.0 30.0 

Other activities 40 57 89 ae _ 


Source: ECLA, on the basis of information supplied by the Ministry of Planning and Economic and Social Development and by 
the Central Reserve Bank of El Salvador. 
“First half of the year. 
Preliminary figures. 


“See Informe sobre la economia, delivered by the President of the Central Reserve Bank of El Salvador on 22 December 1981. 
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il economy, it may be assumed that emigration from the country increased in recent years. This 
cess seems to involve a variety of social strata including businessmen, urban wage-earners and 
ven peasants. Furthermore, the fact that several areas of the country have been the scene of sporadic 
onfrontations which have paralysed or considerably reduced productive activity must have led to a 
wer employment level. On the basis of official estimates for 1981 and the further drop in activity in 
, Open unemployment would on no account appear to have been less than 30% of the work force. 
unemployment and underemployment situation has therefore reached levels that may be termed 


In view of the state of martial law prevailing throughout most of the year, and despite the 
deterioration of workers’ wages in real terms (see table 7), practically no confrontations occurred in 
_the year between labour unions and employers or between unions and the Government, except for an 
incident o October when several thousand Ministry of Agriculture workers demanded salary 
eases. 


3. The external sector 


_ variables which, for the fourth consecutive year, led to a considerable decrease in the net international 
'_feserves, amounting on this occasion to US$ 70 million (see table 1). 

7 In spite of the measures applied since 1981 in the spheres of exchange control and the strict 
__ allocation of foreign exchange to meet the most urgent and indispensable needs, the deficit on current 
account failed to improve in the manner expected. Earnings from external sales were smaller than 
_ those foreseen, due in particular to the lower volume of products exported, while the austerity policy 
__ in the import field proved insufficient to counteract other negative effects. In this respect, the amount 
__ of external resources which had to be allocated to debt-servicing commitments continued at a very 
high level. Thus, the current account deficit although somewhat lower than in the preceding year, was 
still significant (7% of the gross domestic product) and could not be compensated by the net 
movements on capital account despite a considerable donation received from the Government of the 
United States which only partially found its way to the productive sectors. Consequently, as already 
noted, the already low level of the international reserves declined still further, this being one of the 
~ main problems faced in the year. The continuing deterioration of the reserves induced the authorities 
in the final months of the year to adopt the exchange regulations described later on in this chapter. 


a) Merchandise trade 


i) Terms of trade. Although the international prices of several of the products sold abroad by 
El Salvador remained at a generally low level, the price of the main export commodity —coffee— was 
higher than the 1981 average. Due to the considerable incidence of this commodity in the country’s 
total external sales, the average unit value of exports of goods rose in the year by 7%; but this was only 
sufficient to make up for approximately 50% of the drop in volume. On the other hand, as the price of 
imported products rose only by a small amount (6%), the merchandise terms of trade improved by 
1%, reversing for the first time the four-year trend which had brought about a total contraction of 
50%. However, due to the lower volumes exported for the third consecutive year, the purchasing 
power of exports of goods fell by almost 12% compared with the year before and by 46% compared 
with the level prevailing three years earlier (see table 8). 

The drop in the terms of trade and in the purchasing power of exports in recent years, coupled 
with the internal recession, further aggravated external trade relationships, this being one of the 
principal restrictive features in the economy of El Salvador in recent times. 

ii) Exports. Earnings from exports of goods fell by 7%. Since this drop had been preceded by 
two even greater annual decreases (-21% and -18% in 1980 and 1981 respectively), the value of 
exports was 40% lower than in the year 1979 (see table 9). 

Sales to Central America declined by a similar proportion to the drop in exports to third 
countries, since they were affected by the general crisis in the subregion (economic activity 
deteriorated in alk the countries) and by the aggravation of the external bottleneck due to the 


3In general terms, the wage freeze policy was maintained throughout the year as part of the general framework of austerity. 


345 


Pur 
~- @f goods and services 


“Preliminary figures. 


’ Volume of exports of goods, or of goods 


of-trade index. 


Total 
To Central America 
To the rest of the world 


Main traditional exports 
Coffee 

Cotton 

Sugar 

Shrimps 


Main non-tradional 
exports 

Perfumeries, toiletries 
and cosmetics 
Insecticides, fungicides 
and disinfectants 
Cotton yarn and thread 
Clothing 


Others 


1asing power af Abie 


Source:ECLA, on the basis of Sigal data t7 


=~ 


we 


Table 9 


~ 


sS 


EL SALVADOR: EXPORTS OF GOODS, FOB 


Millions of dollars 


1980 


969 
296 


286 


1981 


794 
205 
589 


Ree 
453 
53 
14 
Lo 


215 


1982° 


738 
190 
548 


487 
398 
D2 
13 
24 


209 


Percentage 

breakdown 
1970 1980 
100.0 100.0 
30.5 
69.5 
66.1 67.5 
Si ee 
9.8 md 
3.0 ie2 
2.2 1.2 
48 5.9 
0.1 1.4 
0.8 0.6 
si) 1.0 
2.6 De) 
29.1 26.6 


1982* 


100.0 
25.7 
74.3 


leah 
0.4 


1.4 
2.8 


28.3 


=i 


1979 
34.8 


12.7 
42.1 


44.6 
58.1 
-11.6 
41.9 
17.8 


12.8 
20.7 
-14.2 


2.0 
16.2 


13.4 


and services as the case oe ey ects in Reine es the corr pc 


‘ 


Ss 


Growth rates 


1980 


-14.6 
alam 
-22.7 


-23.4 
-25.3 

-2.3 
-51.9 


18.9 
15.4 
50.0 


10.0 
19.2 


3.9 


1981 


48 reo 


-30.7 
-12.5 


Source: ECLA, on the basis of official data supplied by the Central Reserve Bank of El Salvador. 


“Preliminary figures. 
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gs : ; 5 ; 
ge eralized scarcity of foreign exchange. This trade nevertheless continued to be important to a 


Are rae emer wma pe 
oh 2 ere y S despite a pro able contraction in their physical 
volume. This indicates that as sales to the Central American Common Market had gone down in 
neral, some producers, with government support, managed to open up new markets. In particular, 
: higher value of cotton manufactures was fairly significant and enabled this group to recover 
artially from the considerable ‘contraction experienced in the preceding year, although the figure 
was still below that of two years before. 
Basti he export value of the two main traditional products —coffee and cotton— sustained a setback 
for the third consecutive year, with their share in total exports falling from 65% to 61% between 
1981 and 1982. Coffee export earnings diminished, despite a relative improvement in international 
: rices, because the volume sold fell toa level equivalent to only half those of the mid-1970s. This was 
= attributable to several factors, including the generalized slackness of international markets, the 
limited import quota fixed by the United States, the fact that many competitors in other countries 
"attempted to gain new markets under modified conditions (at prices lower than the regulated ones 
normally paid in the more traditional markets), and big international stocks in existence. El Salvador 
_ has moreover been one of the coffee-producing countries that for some years has preferred to 
maintain relatively high stocks in relation to production levels, in view of the possibility of a rise in 
_ prices. Unfortunately, the prospects changed in this respect, so that the present administration has 
tried to reduce stocks gradually to levels more consistent with potential production. It has not been 
possible to carry out this policy to the full, however, due to the instability and weakness of 
international markets. 

Exports of cotton, second in importance within the total, decreased by 2% in current values 

” after a severe contraction (-38%) in the preceding year. The international price of this commodity 

remained on average very low for the greater part of the year. It tended to rise between December 

- 1981 and July 1982, but subsequently subsided. In this case too, production was much lower than usual 
due to the impediments already mentioned. 

In the case of sugar —another traditional export commodity— although the volume exported 

» rose slightly, the results were far from satisfactory since prices continued to drop. The international 
market was very depressed because of the extremely high stocks held in the producing countries in 

* general as a result of the increase in the production of beet sugar and changes in market conditions 
(for example, countries which had traditionally been net importers of sugar became exporters). 

Finally, exports of shrimps increased from US$ 11 million in 1978 to US$ 24 million in 1982, 
thus becoming the third most important export item and the only one not affected by deterioration in 
value over the previous four years. This was due in part to the efforts made to stimulate extraction of 
this species, and also to a significant increase in international prices in 1982. 

iii) Imports. External purchases at current values declined even more than exports (-9% as 
against -7%), as a consequence of the policy of austerity and selectivity in the use of foreign exchange 
introduced in 1981. This helped to reduce the balance-of- payments deficit. As regards their source of 
origin, imports showed some noticeable changes: those coming from the countries of the subregion 
fell by only 4%, in contrast with a drop of close on 11% in the case of those from the rest of the world 
(see table 10). The scarcity of freely convertible foreign exchange may have been partly responsible 
for this circumstance, since it tended to stimulate barter transactions and payment compensation 
agreements in currencies of the area. 

All import items diminished in current value, although in varying degrees. Purchases of 
consumer goods fell by 11%: a decline that would have been greater had it not been necessary to 
import some food products on an emergency basis due to the drought and floods already mentioned. 
On the other hand, the policy of austerity and selectivity in the use of foreign exchange brought about 
an appreciable drop in purchases of durable consumer goods (- 19%), although their significance in 
the total was comparatively small. 

Acquisitions of raw materials and intermediate goods in general fell by 6%, i.e., less than other 
items. This reduction was attributable to the generalized recession and probably led to a drastic 
reduction of stocks of this type of product. The smallest reduction in this group was observed in the 
case of petroleum and fuels and was mainly due to the fact that prices in international markets 
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remained more or less stable. Imports of building materials, on the other hand, fell by 19% incurren| 
terms; in real terms this represented an even greater drop than that of the product of the constru tion 
sector, indicating that in many cases stocks must also have suffered a considerable contraction. — 

Finally, a further steep reduction (-17% in nominal terms) was observed in imports of 
machinery and equipment, due to the lack of vigour in private activity, especially with regard ‘O 
investment. The contraction would have been even greater had it not been for purchases of 
equipment for some public works such as the continuation of the energy projects already referred to. 


b) The services trade and factor payments <| 


The deficit on the non-factor services account contracted by approximately 15%, from US$ 136 _ 
million in 1981 to US$ 116 million in 1982. Tourist service exports amounted in current terms t 
barely half the level of four years earlier. As a direct consequence of the tension prevailing in the — 
country, some “package” tours instituted in El Salvador around the mid-1970s all but disappeared, — 
leaving a considerable amount of idle hotel capacity, particularly in San Salvador. . 

On the other hand, net service payments to the exterior in respect of factors of production | 
increased considerably, from US$ 54 million to US$ 91 million, although according to official — 
information profit remittances to foreign investors were almost insignificant. The higher value of 
these transactions was mainly due to foreign debt interest payments, which in the past three years _ 
have amounted to US$ 70 million annually. - 


c) The current account balance and its financing 


Altogether, the goods and services trade deficit diminished in nominal terms by 18%, although 
it was still almost three times higher than the 1980 trade account balance. More than half of the drop 
in 1982 was due to the smaller deficit on trade in goods (which contracted by 22%). Trade in non- 
factor services also showed a smaller negative balance, to which was added a steep increase in private 
unilateral transfers. Net factor payments, however, deteriorated considerably, thereby preventing the 
above-mentioned improvements from bringing about a greater reduction of the current account 
deficit, which finally went down by 15%, from US$ 280 million in 1981 to US$ 240 million in 1982 
(see table 11). 

This lower current account deficit, achieved at the expense of a recessive policy, continued, 
however, to be an important restrictive element in the national economy which it was not possible to 
compensate to the same extent as in the preceding year by net capital inflows. On the one hand, 


Table 10 
EL SALVADOR: IMPORTS OF GOODS, CIF 


553 P 
Millions of dollars et Growth rates 


1980 1981 1982* 1970 1980 1982* 1979 1980 1981 1982* 


Total 962 986 900 100.0 100.0 100.0 -0.7 -5.8 25 -8.7 
From Central America 320 302 290 oy 33.3 32.2 ZA 24.5 -5.6 -4.0 
From the rest of the world 642 684 610 ee 66.7 67.8 -3.0 -16.0 6.5 -10.8 
Consumer goods 307... 302. 270. ~334._ 319) 30.0 0.8 146 -16 -10.6 
Durables 34 26 21h ee 3.) 2.3... -14.5,..-35.8 " -25.) low 
Non-durables 273 276 249 ie 28.4 27.7 5.4 27.0 Lat -9.8 
Raw materials and 

intermediate goods 544 569 534 489 565 593 10.5 -0.4 46 -6.2 
Petroleum and fuels 151 149° 1452 15:7 © 161 eea7 OF Qos Rae Saaeee 
Construction materials 57 59> 48) 5.) 15S pleco eee, cee 
Others 336. 361 +341 | ser 34.9v obAT Don oh Aine eA Sie iia kan 
Capital goods LiPrsstts 96 17.7. 11.6. 10.7 -32.8 -46.4 3.6 -16.5 


Source: ECLA, on the basis of official data supplied by the Central Reserve Bank of El Salvador 
Preliminary figures. : 
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can ie; eG 84 % 
ieee? Ta) sete SSG 
mae a 


pital 


official transfer payments 9 7 6 31 15 109 
n capital 36 175 78 177 270 274 
an 19 23 -10 6 
) investment 1 SP oh -6 -1 - 
rer long-term capital Oe 148 94 172 266 
fficial sector 20 115 83 170 253 
_ Disbursements 37 127 100 204 ae) 
_ Amortization payments -16 -10 -16 -29 -86 
_ Commercial banks“ nd : Lg 3 Z 
_ Disbursements = = F 4 : 
_ Amortization payments s = = =i] = 
_ Other sectors® -3 32 1k -2 13 
_ Disbursements pil 54 22 36 6 
_ Amortization payments -72 -32 -11 -37 -19 aa 
‘Short-term capital (net) 6 195 -127 43 -46 -73 
- Official sector -1 24 -15 199 5 2) 
ommercial banks 20 4 -2 -67 - 
Other sectors -14 167 -110 -89 -51 i 
Errors and omissions -32 -76 -214 -208 -6 -140 
Global balance“ 40 55 -134 -74 -48 -70 
Total variation in reserves 
(- sign indicates an increase) -41 -57 128 69 43 70 
Monetary gold - - - - - 
Special Drawing Rights -5 - -7 17 - 
_IMF reserve position -6 -5 = 11 = 
Foreign exchange assets -15 -51 135 34 6 
Other assets - - - te : a 
Use made of IMF credit -15 - - 7 on : 


4 Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 


 *Preliminary figures. 

“Real services also include other official and private transactions, but not factor services. 

"Tp addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 5 
The global balance is the sum of the current account balance plus the balance on capit 

variation in reserves of opposite sign and the global balance represents counterpart items: m 

Special Drawing Rights, and variations due to revaluation. 


al account. The difference between total 
onetization of gold, allocation of 


ad 
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receipts of official donations increased appreciably (growing from only US$ 15 million to US$ 0S 
million) as a result of the financial support given to El Salvador by the Government of the L 
States; on the other, the net entry of long-term foreign capital remained at the same high level 
1981 (some US$ 270 million), although this result might have been greater had it not been for the 
inordinate increase in medium- and long-term debt amortizations. Moreover, for the secor 
consecutive year there was a steep net outflow of short-term capital which on this occasion excee 
US$ 70 million. As a result, the net international monetary reserves continued to decline, follo 
the trend observed since 1978, and a drop of US$ 70 million was recorded in the year, i.e., 46% m 
than in 1981. + 
These new balance-of-payments maladjustments occurred despite the support received | 
the International Monetary Fund. In 1981 El Salvador had already requested the co-operation of iis 
agency to meet the country’s balance-of-payments difficulties, obtaining compensatory financing of 
the order of 32 million Special Drawing Rights. The persistence in 1982 of the difficulties mentioned 
induced the new administration to continue its negotiations with a view to obtaining further IMF } 
support. As mentioned earlier, this resulted in the signing of a stand-by credit agreement for the — 
equivalent of 43 million Special Drawing Rights, followed by another compensatory financing loan 


of 32 million SDRs. .| 


d) External indebtedness * 

Official estimates indicate that the medium- and long-term external public debt increased by | 
19% in 1982 (only half the rate registered the year before) to almost US$ 780 million. Of the total — 
increment, the central government accounted for 63%. In the light of these increases and the fact that | 
economic activity was still contracting, the coefficient of the external public debt with respect to the 
gross domestic product continued to rise. After increasing from 10% to 13% between 1977 and 1980, _ 
this coefficient reached 19% in 1981 and rose further to 21% in 1982. For its part, external public 
debt servicing as a percentage of exports of goods and services rose for the third consecutive year (see _ 
table 12). 

Although these figures are not by any means indicative of a critical level of indebtedness 
—especially when compared with other Central American countries and Latin America as a 
whole— it should be pointed out that they include neither the private nor the short-term debt, which 
have been rising appreciably. 

Due to the prevailing tense situation, El Salvador has received little credit support in the last 
few years from foreign private sources. This support has rather been provided by international 
financing agencies such as the Inter-American Development Bank, the Central American Economic 
Integration Bank, and especially the International Monetary Fund. Some bilateral agreements have 
also been reached, among them being the considerable support given by the US Agency for 
International Development, loans received from Latin American governments such as those of 
Venezuela, Argentina, Colombia and others (tied to imports from those countries), and credits from 
European countries, an example being that recently received from the Federal Republic of Germany. 


4. Prices and wages 


a) Prices and anti-inflationary policy 


The rate of inflation, as measured by the December-December variation in the consumer price 
index, slightly exceeded that recorded in 1981 (14% compared with 12%). However, after reaching a 
peak in the second quarter of the year, price increases in the following quarters slowed down steadily. 
Thus, the variation in the consumer price index between annual averages fell for the second 
consecutive year: from 17% in 1980 to 15% in 1981 and 12% in 1982 (see table 13). 

In spite of being lower than the Latin American average, these inflation rates compare 
unfavourably with the traditional stability of prices in El Salvador prior to the year 1973. This relative 
stability came to an end in 1974 when an inflationary process began to take effect and, with the sole 
exception of 1976, has not abated since that year. 

As from 1981, a stabilization programme based mainly on the regulation of prices of some basic 
articles and the freezing of wages and other prices was attempted. However, two factors intervened in 
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‘gross domestic product 9.8 11.0 11. 13. f 
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ECLA, on’ a HAS official data. 
minary f igures. 
Table 13 
EL SALVADOR: EVOLUTION OF DOMESTIC PRICES 


191i i.e OTS 1979 1980 


Variation from December to December 


Consumer price index* 14.9 14.6 14.8 18.6 
~ Food ‘ 8.9 27 13.7 22.5 
Wholesale price index 6.9 47 22.9 17.1 
Agricultural product a -0.5 3.0 43 123 
Manufactures - 0.8 -1.0 20.4 6.3 
Construction materials 15.4 7.6 17.8 4.7 
_ Fuels and energy 23.0 oe, 37.0 23.7 
Variation between annual averages 
~ Consumer price index* 11.8 13:3 15.9 17.4 
= Food 8.7 10.7 14.8 19:7, 
_ Wholesale price index’ ay 48 14.5 18.8 
Agricultural products 4.3 7. 4.6 he) 
Manufactures 8.2 -1.6 9.6 V/A 
Construction materials 16.7 0.5 13.2 20.2 
9.8 0.3 46.9 36.2 


= Fuels and energy 


~ Source: ECLA, on the basis of official data. 
A “Corresponds to the metropolitan area of San 
, has been made of the-new index with base December 1978 = 100. 
’Base 1955 = 100. Excludes coffee. 
“Variation July 1981 - July 1981. 
4 Average variation between January -July 1981 and the same period in 1982. 
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25.0 
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17.6 
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Salvador. Base for 1977-1978: June 1954 = 100. For the years 1979 to 1982 use 
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1982: firstly, application of the dual exchange rate system whereby some peg vate DO ty 
goods had to be financed with foreign exchange obtained in the free market (at much righer pr ces 
than the official level), and secondly, the higher put lic-service tariffs adopted with a view to reduc ng 
subsidies to public entities, although this measure met with only relative success. The disruption ¢ ; 
distribution systems caused by the internal armed conflict also had the effect of raising prices. 
In contrast with the preceding year, food prices rose somewhat less than the overall index both 
when compared with the annual averages and with the December-December variation (see table 14). : 
This situation shows that in the metropolitan areas of San Salvador —where the official price surveys 
are conducted— the policy of fixing the price of some foodstuffs such as cereals alleviated the effec is 
of the increase in other products. However, with the spread of the armed confrontation, it is probab 
that the real evolution of prices at the national level has been different, considering the temporary 
shortages of some products in certain areas owing to transportation difficulties. me | 
On the other hand, in the first seven months of the year wholesale prices (see table 13) rose i 
rather less than the consumer price index and in a manner more consistent with the variations in the | 
prices of imported articles. This was attributable mainly to the prevailing climate of tension, which | 
altered to a more pronounced extent the prices ruling in retail distribution channels, where — 
speculative tendencies were more pronounced, although varying in intensity throughout the country. 


b) Wages 

The financial difficulties in both the public and private sectors induced the authorities to extend _ 
the validity of the wage-freeze decree currently in force. In 1981 it had been decided, for a period 
ending in mid-1982 but later extended until March 1983, to recommend to the private sector that 
wages be raised by a maximum of 10%, financial conditions permitting. In practice, however, owing 
to the generalized insolvency at the microeconomic level, very few employers decided to grant wage 
increases. 

The most representative situation in this respect was observed in respect of minimum wages 
(see table 15), which deteriorated in real terms by approximately 11%. This drop was of particular 
significance in the case of agricultural workers, since their remuneration thus went down for the third 
consecutive year, giving rise to a real wage level 27% lower than that prevailing in 1979. Owing to the 
increase in open unemployment and underemployment as a consequence of the continuing recessive 
situation, the total national wage bill again contracted in real terms, this being one of the main causes 
of the deterioration in family consumption levels. 


Table 14 
EL SALVADOR: MONTHLY EVOLUTION OF CONSUMER PRICES’ 
(Index base: December 1978 = 100) 


1980 1981 1982 
Total Foodstuffs Total Foodstuffs Total Foodstuffs 
January 1133 113.9 138.1 141.7 153.6 160.8 
February 117.0 bby 139.9 145.5 154.5 162.6 
March APA Le 121.6 141.4 148.6 157.8 164.3 
April 123.9 125e2 143.6 155 159.9 166.1 
May 126.5 129.7 145.2 153.4 161.7 168.1 
June 128.0 131.9 147.1 154.2 164.1 baie 
July 130.9 136.5 148.3 155.5 164.6 1714 
August 12 136.0 149.1 156.4 165.0 iy fee 
September 132.4 136.5 150.0 156.7 . 168.9 172.4 
October 133.6 138.5 150.9 157.9 169.8 174.0 
November 134.2 Ike 25) 151.4 158.5 170.9 175.6 
December 136.1 139.3 152.0 159.3 172.9 176.9 


Source: ECLA, on the basis of official data. 
Corresponding to the metropolitan area of San Salvador. 
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108.5 1148 100.0 89.5 7.3 5.822129 ee-10.5) 
F LET. 7, 1148 100.0 89.5 -8.4 235-129 — 10.0 

Salvador 
Industry and services 10141 Br 1075 96.2) VS 1 2A 05 
_ Commerce 97.4 105.8 98.2 87.9 -3.0 8.6 -7.2  -10.5 


= Source: ECLA, on the basis of official data. 


5. Monetary and fiscal policy 

2 

a) Monetary policy 

The drop in the international monetary reserves for the fourth consecutive year, coupled with 

_ the continuing pressure of the imbalance in public finances, continued to determine to a large extent 

evolution of the monetary aggregates (see table 16) and to reduce the efficacy of the stabilization 

_ efforts made since 1981. A programme had been put into effect that year with the aim —among other 

: objectives— of at least attenuating some undesirable tendencies such as the flight of foreign currency 

_ which had begun some years earlier. 

= The small contraction registered in 1981 in the means of payment (currency outside banks and 

4 current account deposits) was followed by an increase of approximately 5% in 1982 (see table 16). 

_ This represented a reduction in real terms of the order of 8%, after contractions of 10% and 11 % in 

~ 1980 and 1981. The reduction in currency outside banks (-9%) and in demand deposits (-8%) both 

_ played a part in the drop in real money supply in 1982. Similarly, the two basic types of factors of 
expansion of the monetary base both contributed to the growth of money in nominal terms. Thus, the 

- negative amount of the net international reserves was halved, while domestic credit grew by 15% due 

to the increased amounts granted to both the public and private sectors. However, the amount of new 

credits (670 million colones) was 12% lower in nominal terms than in 1981. Of this, the central 

government accounted for 69%. This proportion was lower than in 1981 (84%), but could not be 
reduced as much as had been hoped for, mainly because of the persistent imbalance in the public 
finances. Factors of absorption, for their part, increased by 27%.as a result of the real positive growth 


- of all their components, especially long-term foreign loans. 
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The accumulated negative factors of domestic and external origin referred to above reache 
such dimensions that the combined instruments of monetary policy —credit and exchange-r te 
measures— could hardly have been expected to overcome such a critical financial and economic 
situation in the short term. Few economic policy measures were adopted in the year, but they wer 
nevertheless of some importance, especially in two instances. The first was the Monetary Board’s 
decision to raise interest rates (which had in general remained unchanged since 1978) in an attempt 
to encourage domestic saving, increase the availability of credit resources, reduce the flight of foreigr : 
exchange, and thereby facilitate the rationalization of credit, directing it to priority productive 


sectors. In practice, however, these central objectives were to a large extent diluted. Some rates 
remained unchanged, such as those relating to demand savings accounts (both in banks and savings _ 
and loan associations), while others (for accounts permitting withdrawal subject to prior notice) rose — 


only by half a percentage point. Lending rates in general rose by 2 to 3 points, although credits _ 
granted by savings and loan institutions to construction enterprises rose by 6 points. This rise in 
interest rates failed to achieve the desired results, and from its outset provoked criticism on the part of © 
business associations due to the higher costs implied. On the other hand, a preferential line of credit 
under certain conditions remained in force for some.activities, as for example exports of coffee and 
cotton, exports to destinations outside Central America, small-scale industry, and basic grain 
production. 

The second important measure, adopted in August and supplemented in November, referred to 
foreign exchange policy. In practice, it represented a partial devaluation of the colén, since it modified 
the exchange-control system. One of the main provisions established by the monetary authorities 
prohibited free foreign exchange transactions, on pain of severe penalties, thereby entrusting these 
operations exclusively to the national banking system. The official exchange rate remained 
unchanged at 2.50 colones to the dollar, but some foreign trade operations began to be carried out at 
the rate ruling in the parallel bank market, which was somewhat higher than that in the non-banking 
exchange market. The price of the dollar in the latter exceeded the official rate by approximately 
50%. When the non-banking market was declared illegal, the banking system found itself obliged to 
sell part of the foreign exchange deriving from exports, refining services, external transfers‘ and 


Table 16 
EL SALVADOR: MONETARY BALANCE 


End-year balance 


(millions of colones) Growth: rates 


1980 1981 1982° 1979 1980 1981 1982° 
Money 1 416 1 404 1 470 21.6 Ted -0.8 4.7 
Currency outside banks 719 703 Oe 48.6 -3.2 -2.2 4.1 
Demand deposits 697 701 738 -1.4 20.6 0.6 Pe 
Factors of expansion 3 689 4 255 5 101 11.3 10.3 bs 19.9 
Net international reserves -175 -373 -197 vis Se taf mm 
Domestic credit 3 864 4 628 5 298 25.2 20 sib 19.8 14.5 
Government’ (net) 418 1 059 1520 Pe ee 153.3 43.5 
Official entities 1 145 1 133 1 028 75.6 121.0 -1.0 -9.3 
Private sector 2 301 2 436 2 750 TZ -7.5 5, 12.9 
Factors of absorption 2 273 2 851 3 631 =i) 12.4 25.4 27.4 
Quasi-money (savings and , 
time deposits) 1135 1 397 1 633 -2.5 0.9 23.1 16.9 
Bonds 190 205 246 Dey) -21.8 TES 20.0 
Long-term foreign borrowing 725 922 16239 22:3 50.4 27.2 34.4 
Other items (net) 223 a2 513 23am 29.7 46.7 56.9 


Source: ECLA, on the basis of official data supplied by the Central Reserve Bank of El Salvador. 
Preliminary figures. 


Net government credit (credit less deposits) was negative i li “1: 
: dit (cr gative in 1977 and 1978 (by 127 mill 
respectively) and positive in 1979 (by 21 million colones). : er CEUOCECOFOR CS: att 7 aaa 


‘According to official estimates, approximately US$ 120 million of foreign exchange per year deriving from remittances sent by 


Salvadorians living abroad was prevented from entering the official market due to being diverted to other intermediaries or speculators, to 
mention only one instance. j 
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5 EL SALVADOR 
oh 1s Table 17 | 
EL SALVADOR: EVOLUTION OF SOME PUBLIC FINANCE INDICATORS 
(Percentages based on figures at current prices) 
7 1970 1979 
Fiscal deficit/total government expenditure 7.0 11:9 7.0 32.3 36.3 38.8 


1975 1980 1981 1982? 


iscal revenue/ gross domestic product 10.3 119 13.5 11.1 11.3 10.9 
Total government expenditure/ - 
gross domestic product 11.9 14.4 132 aia 19.8 20.1 
Government added value/gross 


domestic product 78 8.6 Sor eerlOy 11.5 11.0 
- Fiscal deficit/gross domestic product S a Ci 5.6 7.2 7a, 


_ Source: ECLA, on the basis of official data. 


_ “Preliminary figures. 

~ others. A further result of the new exchange system was the establishment of maximum allowances 

for the purchase of foreign currency for travel purposes. Finally, as already mentioned, a strict central 

~ system was instituted to rationalize the use of foreign currency, and imports were limited to those 

~ considered strictly indispensable by the Central Bank. 

E 

_b) Fiscal policy 

The critical situation of the economy again became evident in the sphere of public finances in 

1982 with relatively similar intensity to that of the preceding year, thereby continuing the trend of 

_ imbalances in government finances that had begun in 1980. Thus, while taxation had remained at a 
level of 11% for more than ten years —a decidedly low percentage in Latin American terms— total 
outlays, which in 1970 had represented almost 12% of the nominal gross domestic product, had risen 
to approximately 20% annually in 1981 and 1982. The fiscal deficit consequently grew over the past 
12 years from 7% of current government expenditure to close on 40%, causing one of the most 

. serious difficulties faced by the national economy. The fiscal deficit in 1982 represented almost 8% of 
the gross domestic product, whereas in 1979 it had been equivalent to only 1% (see table 17). 

Current revenue rose by slightly less than 2% compared with the preceding year (see table 18). 
This was probably because, in view of the imminent change of government, measures were not taken 
early in the year to introduce modifications in the tax regulations. Later, although concern was shown 
in this respect, the scope for modifying the tax legislation in a manner likely to obtain short-term 
results had practically disappeared due to the prevailing low levels of economic activity. In the light of 
this situation, an attempt was instead made to recover revenue pending due to non-payment of some 
direct taxes. In this manner, the level of revenue from the latter was maintained after a drop 
registered in 1981. 

Indirect taxation, for its part also expanded only moderately (2%). This was due, on the one 
hand, to the contraction of consumption, although this was more than compensated by price 
increases, and on the other to the negative performance of taxation on foreign trade. Non-tax 
revenue, whose significance is only slight, rose by 5%. 

Measures adopted during the year to facilitate the settlement of overdue debts to the treasury 
included the relatively novel expedient of accepting as payment the transfer of real estate property to 
public ownership. Application of this measure began with the transfer of some large properties in 
San Salvador. 

In spite of the restrictive expenditure policy instituted in the preceding year, government 
outlays as a whole rose faster than revenue in 1982 (6% as against 2%). In real terms this meant that, 
after having increased slightly (by 1%) in 1981, these disbursements fell by 7% in 1982. Attempts 
were made during the year to restrain the growth of public expenditure by reducing the hiring of new 
civil servants and cutting purchases of inputs such as fuels, administrative materials and equipment in 
general. These measures, however, did not fully achieve the objectives sought since they were offset 
by three main factors: debt amortization costs rose by 60%, transfers were made to other official 
entities facing financial difficulties, and expenditure was incurred for military purposes. 
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Although real government investment fell by 17% in nominal terms (27% in real terms), the 
execution of highway projects continued to a moderate extent (mainly those for which external 
financing had been contracted in former years). Certain projects in areas frequently subject to armed 
confrontation, such as in the eastern part of the country, naturally had to be postponed or suspended. 

As already mentioned, one of the items affecting government finances was precisely the 
considerable increase in transfer to other official entities. Prominent among the beneficiaries was the 
Rio Lempa Electricity Commission (CEL), the reason being that this entity had the largest external 
indebtedness, it had been compelled to replace urgently various items of equipment which had been _ 
wholly or partially destroyed (transmission towers and lines, transformers, etc.), and it had had to _ 
make greater outlays in emergency situations by bringing into operation thermal plants using — | 
imported fuel. This enterprise also continued with the execution of the country’s principal energy | 
project (San Lorenzo), which had been delayed fundamentally for financial reasons due to rise i 
costs. ° ie 

In short, the policy of austerity introduced by the Government in 1981 failed to produce the — 
results hoped for. The deficit rose by slightly more than 80 million colones (almost 13%), of which 
63 million represented lower current savings. st 

As in 1980 and 1981, approximately 70% of the deficit was financed by domestic credits. In 
reality, however, the importance of external financing was greater because, according to official 
reports, a large proportion of domestic credit was based on foreign resources obtained by the national 
banking and financial system. 


Table 18 
EL SALVADOR: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 


(Millions of colones) 


i 


1979 1980 1981 19827 Growth rates 
1979 1980-1981 1982* 


1. Current income 1215 1040 $1107 #1125 18.3 -14.4 6.4 1.6 

Tax revenue 1 162 989 990 1002 195 -14.9 0.1 IZ 

Direct ZIT 312 297 296 -3.1 12.6 -4.2 -0.3 

Indirect 885 677 693 706 29.0 -23.5 2.4 1.9 

On foreign trade Py! 375 323 330 42.4 -34.3 -14.9 2.2 

Non-tax revenue 53 51 117 123 -3.6 -3.8 141.2 Sill 

2. Current expenditure 862 1077 1234 = 13415 10.1 24.9 14.6 6.6 

Remunerations 475 618 658 726 15.6 30.1 6.5 10.3 

Other current expenses 387 459 576 589 4.0 18.6 Zi) 25 

3. Current savings (1 - 2) 353 -37 -127 -190 44,7 a3 se Pe 

4. Capital expenditure 444 459 504 522 18.4 3.4 9.8 3.6 

Real investment 274 382 381 316 25:1 39.4 -0.3 17 

Debt amortization 29 23 57 91 -12.1 -20.7 147.8 59.6 

Other capital expenses 141 54 66 115 14.6 -61.7 22.2 74.2 

5. Total expenditure (2 + 4) 1306 ~-3-5360, 1 238" 21 $37, 12.8 17.6 Ba 5.7 
6. Fiscal deficit (1 - 5) -91 -496 -631 -712 

7. Financing of deficit 

Internal financing 33 361 429 497 
Central Bank -8 143 198 55 
Sale of securities 100 299 350 375 
Others -59 -81 -119 67 
External financing 58 135, 202 215 


Sa ee ee ee ee 
Source: ECLA ini i 
*prelincinary Piet basis of data supplied by the Central Reserve Bank of El Salvador and the Ministry of Finance. 


>The cost of the project, originally estimated at some US$ 150 million, has risen to US$ 290 million. 
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GUATEMALA 


1. Recent economic trends: Introduction and summary _ 


_ In 1982, Guatemala was faced with a profound economic depression. For the first time since the end 


4 of World War II, the gross domestic product experienced a sharp drop (-3.5%), which was reflected at 


Wf 


- 
a 


the macroeconomic level in substantial decreases in employment and real income and at the 
~ microeconomic level in a growing number of enterprises differing from a severe shortage of liquidity 


and even insolvency. Likewise, due to the persistent deterioration in the terms of trade, the per capita 


~ gross domestic income fell by nearly 7.0% (see table 1 and figure 1). 


ie 


These negative developments were largely a reflection of the impact of the unfavourable trends 
in the international economy on the developing countries in general and on the small Latin American 
agroexporting economies in particular. In the case of Guatemala, such factors were aggravated by the 
steady decline in intra~Central American trade, in which the country has traditionally recorded a high 


- positive balance, and by domestic factors including the intense political and social tensions present in 
the country. This combination of adverse circumstances assumed unaccustomed proportions since 
- 1982 was the fifth consecutive year in which economic activity slowed down. On the one hand, the 


cumulative effect of the recession has become increasingly difficult to attenuate; on the other, the 
margin of manoeuverability which the country had acquired for dealing with unfavourable 
circumstances has narrowed. For example, the net international monetary reserves had already been 
exhausted by the end of 1981. 

In brief, despite the fact that Guatemala also faced the international crisis with some factors in: 
its favour (for example, by contrast with other countries in the region, the burden of the public debt 
was still relatively modest and its foreign trade is the most widely diversified in Central America), the 
depth of the economic depression of 1982 is without precedent since the 1930s. 

The international crisis affected the Guatemalan economy in many ways, the most dramatic 
being the fall in the prices of its export commodities to the lowest real levels recorded since the war. 
The combination of stagnation in export prices, which had already slumped in 1981, and the increase 
in unit values of imports caused the terms of trade to deteriorate for the fifth year running, this time 
by close to 7%. Thus, during the period 1977-1982, they fell by nearly 40%. Similarly, because of the 
contraction in the demand of the industrialized countries, the volume of Guatemala’s exports of goods 
and, in particular, services, fell sharply, and this was reflected in a drop of over 18% in the purchasing 
power of exports and goods and services. 

The same phenomena affected the other Central American countries to varying degrees, 
thereby contributing to a widespread contraction in global demand and toa severe shortage of foreign 
currency, which delayed settlement of the outstanding accounts in intra-Central American trade. 
Consequently, the level of regional trade also declined appreciably, pushing Guatemala’s trade 
balance even lower. As a result, the value of the country's exports to the rest of the region fell by 15%, 
while its favourable trade balance shrank to less than half that recorded in 1981. 

In addition, in spite of the efforts made by the financial and monetary authorities to obtain 
additional external financing, the unfavourable terms prevailing on the international capital markets 
meant that the results were only modest. Thus, the net intake of external public resources, apart from 
the compensatory financing granted by IMF, fell from slightly more than US$ 315 million in 1981 to 
about US$ 250 million in 1982. The inflow of private external financing was also scanty, and at the 
same time the flight of capital continued, although apparently at a lower rate than in previous years. 

The difficulties of access to external financing, the virtual exhaustion of liquid monetary 
reserves and the persistent deficit in current transactions with the rest of the world resulted ina 
serious shortage of foreign currency. The Bank of Guatemala applied emergency regulations to 
control foreign currency movements in accordance with criteria of selectivity in the case of imports. 


357 


These measures were supplemented towards the end of the year with a system of prior permits nits fe v2 | 


the importation of merchandise and additional restrictions on the delivery of foreign currency for 
travel, family remittances and similar expenses. er. 
When restrictions were placed on imports, two phenomena arose which were relatively new 
the history of the Guatemalan economy. First, there was an accumulation of requests for foreign 
currency pending authorization by the monetary authorities; towards the end of the year they _ 
amounted to close to US$ 400 million. Secondly, there was an increase 1n the parallel market for | 
foreign currency which, although it violated the legal provisions, was discreetely tolerated by the 
authorities so as to relieve the pressure due to demand for foreign exchange. Even so, the shortage of 
foreign currency and the consequent problems with regard to supplies of raw materials, spare parts 
and other imports (at least in respect of the delay in their arrival) had an impact on the normal | 
operation of a number of productive activities. + 
The depressive effects of the situation in the external sector became stronger and combined — | 
with other factors of domestic origin, including some which were matters of chance. The agricultural 


sector, for example, was affected by the especially adverse weather cycle (a long drought followed by - | 


Table 1 
GUATEMALA: MAIN ECONOMIC INDICATORS 


1976 1977. 1978 1979 1980 1981 1982° 


A. Basic economic indicators 
Gross domestic product at factor cost 


(millions of dollars at 1970 prices) 3313 3571 3750 3926 4074 4110 3966 
Population (millions of inhabitants) 6.4 6.6 6.8 Zell 73 as Vik 
Per capita gross domestic product 

(dollars at 1970 prices) 515 538 548 557 561 549 515 


Growth rates 


B. Short-run economic indicators 


Gross domestic product 7A 78 5.0 47 3% 0.9 -3.5 
Per capita gross domestic product 4.1 4.6 1.9 1.6 0.7 -2.1 -6.3 
Gross income 10.6 12.6 34 71: 3.6 -1.1 -4.1 
Terms of trade 28.6 33.4 5.1 ee ly, -2.7  -16.0 -6.6 
Current value of exports of goods 
and services 23.8 37.8 -2.8 13.5 17.4~"*-1610" = =122 
Current value of imports of goods 
and services ahs 19.3 15:2 8.5 3 34 -234 
Consumer prices 
December-December 17.6 7A O14 13.7 9.1 73 29 
Variation between annual averages 10.7 12.6 79 15 10.7 95) 5.0 
Money 38.6 18.6 8.9 10.9 2 4.1 1.4 
Current income of government 23.3 45.3 11.7 1.0 11.8 -0.8 -2.7 
Total expenditure of government 55.4 9.0 Se. 15.3 29.4 24.3 -174 
Fiscal deficit/total expenditure 
of government® 35.6 14.2 17.3 i Pe 37.4 50.0 aes 


Millions of dollars 
C. External sector 


Trade balance (goods and services) -232 -98 -354 -320 -228 570 -275 
Balance on current account -79 -37 -271 -209 -165 -567 -315 
Balance on capital account 292 216 341 172 -86 262 278 
Variation in international reserves 213 180 al -29 -244 -300 -38 
Public and private external debt? 239 302 391 S11 609 765 858 
Total external debt 588 669 821 934 1093 1409 1504 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 

Gross domestic product plus terms-of-trade effect. 
“Percentages. 

“Disbursed State-guaranteed private debt. 
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Source: ECLA, on the basis of official data. 
aAnnual growth rate. 
bPercentage variation, December-December. 
CMillions of dollars. 
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torrential floods which damaged the basic grain harvests)! and by some diseases which attacked coffee 


in particular. Similarly, the political tensions which had given rise to violence in previous years 
continued and even intensified during the first half of 1982. Two separate occurrences illustrate these 
phenomena: first, in March the Army deposed the régime then in power, the result being a change ! 
government. Secondly, the conflicts grew more intense in some parts of the country, affecting over 
300 000 people according to some observers and causing a considerable number of them to abandon 
their homes. This latter circumstance, in addition to causing losses of human life, material damage to 
housing and personal effects and great suffering due to the massive displacement of the civil 
population, also had a direct effect on crop production, since in certain regions basic food crops were 
not sown. All this resulted in considerable imbalances in the labour market and in the well-being of 
many families. Furthermore, these non-economic factors were also partially responsible for keeping _ 
private investment small and creating uncertainty in the operation of productive activities. 

On the supply side, a contraction was noted in nearly all the sectors, including the crop-growing | 
sector, an exception being the upturn in the production of basic grains. Manufacturing declined by t | 
more percentage points than the decrease in the gross domestic product, thus showing, in this 
depressive cycle, the same elasticity of variation vis-a-vis the global product as that observed during _ 
periods of expansion. The mining sector recorded moderate expansion, due largely to the continued _ 
development of the incipient petroleum sector, which towards the end of the year managed to supply 
over one-third of national demand. Nevertheless, the importance of minerals in the overall product is 
still not very significant. As for construction, it suffered a marked contraction, attributable primarily 
to the notable drop in public investment. 

Within this picture of generalized contraction, the income of the central government also 
showed an absolute decrease of close to 3%, while the tax burden fell from 7.5% to 7.0% between 
1981 and 1982. 

Public expenditure, and particularly capital expenditure, contracted even more sharply, owing 
in part to the commitments entered into by the Government in October 1981 when it signed an 
agreement with the International Monetary Fund and in part to the fact that in March the authorities 
initiated a policy of relative austerity. Thus, the central government's deficit fell from 8.6% of the 
gross domestic product in 1981 to 5.7% in 1982. 

That deficit was financed to a large extent through internal indebtedness and, in particular, 
with resources obtained from the Central Bank. Paradoxically, the external sector restraints made 
that financing possible without subjecting the intermediation system to a great deal of tension, since 
the accumulation of requests for foreign currency pending authorization released.a large volume of 
resources which the banking system managed to retain. Thus, global credit activity, in which loans to 
the public sector played a leading role, even grew slightly less than that of the receipt of deposits. 

In the preceding years, the increase in public expenditure had counterbalanced the drop in 
private investment, although that expenditure was not always earmarked for projects with high 
social returns. In 1982, however, its reduction was added to that of the other components in global 
demand, causing growing unemployment and underemployment, particularly in the crop-farming 
sector. In addition, in spite of the fact that, there was a considerable let up in inflationary pressures as 
a result of the domestic and international economic recessions (the consumer price index varied on 
average by only about 5% during the year), the few indicators available suggest a drop in average real 
wages. On the other hand, the moderate variation in the consumer price index concealed latent 
inflationary factors on the supply and cost side, caused by the scarcity of imported inputs, the failure of 
domestic supply to show much growth and the costliness of the growing share of imports financed 
with foreign currency acquired in the parallel-market. 

2 The new authorities announced an economic policy programme whose central objective was to 
mitigate the effects of the international depression on economic activity and employment.? In the 
context of that programme some measures were adopted to promote exports, contain imports, create 
job opportunities and alleviate the situation of enterprises with liquidity or insolvency problems. For 
that purpose, use was made of the conventional instruments of credit, monetary and finamtial and 


'ECLA, Guatemala: Repercusiones de los fendmenos meteoroldgicos ocurridos en 1982 sobre la situacién econémica 
del pais (E/CEPAL/MEX/1982/L.31), 24 November 1982. 


*Government of Guatemala, Politica econdmica de corto plazo, July 1982. 
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are oa cael joes Seow ei economically and politically, the 
lal de! Aspe yt government, accumulated over some period of time, led to the 
duction of expenditure, perhaps because it was considered unfeasible to increase the income from 
. Thus, there were factors which limited the scope of public action aimed at influencing economic 
| wth. During the year it was even decided to reduce the tax on coffee exports, with a view to 
sviating the situation of the producers, and the deductions permitted on personnel income tax were 
eased. It would seem that the policy of decreasing expenditure will continue to be applied in the 
mediate future, since the budget of income and expenditure for 1983 envisages maintaining the 
rictions on capital outflows. 

On the other hand, the new administration adopted a policy of holding consultations with the 
trepreneurial sectors of the country in order to identify measures for reactivating production. In 
that context, towards the end of the year a high-level permanent economic commission was 

established whose membership includes representatives of the public sector and the main 
ea of private entrepreneurs. Its purpose is to study, analyse and make recommendations 
ny oncerning changes, adjustments or extensions in the existing laws with a view to the appropriate 
rationalization of the economic and material resources and the more efficient development of the 
_ country’s productive sectors. This commission met frequently during November and December, 
- primarily to examine the import quota system agreed on by the Government but also to enlarge its 
terms of reference and give itself the attributes of permanent consultation machinery. 


2. Trends in economic activity 


a) Global supply and demand 


As already noted, in 1982 the economy showed its poorest performance since the 1930s. The 
gross domestic product fell by 3.5%, which meant a drop of 6.3% in the per capita product. This 
adverse trend can be attributed largely to a drop of over 11% in the volume of exports of goods and 

. services and to a decline of 19% in gross capital formation (see table 2). 

The decrease in the volume of exports of goods and services, aggravated by the deterioration in 

' the terms of trade, was probably the phenomenon most responsible for the severe economic 
depression. This contraction was added to that of the preceding year, so that the volume of external 
sales in 1982 amounted to only 80% of that recorded in 1980. 

Fixed capital formation also decreased owing to the sharp reduction in public investment. This 
latter phenomenon —a consequence of the austerity policy— must, however, be interpreted in the 
light of the exceptionally high capital expenditure of the public sector in 1981. For its part, private 
investment —which had been declining systematically since 1977— was utterly stagnant in 1982. 

The austerity of the fiscal policy also explains the marked contraction in general government 
consumption, which included a moderate decline in the contracting of services and a more 
pronounced decrease in the purchase of goods. The drop in private consumption, for its part, was a 
consequence of the downward trends in employment and real wages as well as of the general 
restrictions on demand associated with the economic depression. 

On the supply side, imports virtually collapsed as a reaction to the drop in overall demand and 
the restrictions imposed on foreign purchases by the severe shortage of foreign currency. Thus, the 
import coefficient, which had been decreasing since 1978, fell in 1982 to the lowest level it had 

recorded in a long time. The lack of imported inputs affected the operation of some activities in the 
crop-growing sector and, in particular, in the industrial sector. 

Finally, in 1982 there wasa reduction in stocks of domestic products, due in particular to the sale 
of the coffee inventories which had accumulated in past years,‘ although it would seem that this drop 
was counterbalanced by the slight increase in stocks of imported goods. 


3 Agreement No. 522-82 of the Ministry of the Economy, 24 November 1982. 
4ECLA, Notas para el estudio econdmico de América Latina, 1981, Guatemala (E/CEPAL/MEX/1982/L.13/Rev.1), 
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b) Evolution of the main sectors ; 5 (oak? tae 
Domestic supply, by branches of activity, grew in accordance with the global picture descri : 
above. With the exception of mining (whose share in the total product is not very signfica 
financial services and ownership of dwellings, all the sectors showed negative growth rates ( 
table 3). This was attributable to the decline in external and internal demand and to some factor 
which were adverse for production, such as the irregular climatological cycle, problems relating to the 
supply of imported inputs, and the effect on productive activities of the political and social tensions 
prevailing in the country. — 
i) Agriculture. The restrictions on external demand had two overwhelming consequences for — 
the performance of the crop-growing sector. In the first place, the low prices of the majority of export 
commodities helped to discourage the production of the two main crops —coffee and, above all, 
cotton. Thus, in view of the great importance of those two commodities, the volume of production of 


table 4). 

Among the main export commodities, cotton suffered the most drastic contraction, owing to 
the low international price which prevailed during the sowing period, the high cost of the 
technologies applied in the country, and adverse climatic factors. The surface sown fell from nearly 
105 000 hectares in 1980/1981 to 78 000 in 1981/1982, and it is estimated that in 1982/1983 it will 
come to only 58 000 hectares. The yield per hectare also fell as a result of the more restricted use of 
inputs. This not only affected the production of cotton but also the supply of oilseeds, since cottonseed 
is one of the main sources of the fats and oils manufactured in the country. Consequently, the 
production of raw cotton and cottonseed contracted by more than 35% by comparison with 1981. The 


Table 2 
GUATEMALA: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage G h 
at 1970 prices breakdown ee 
1980 1981 1982° 1970 1982* 1980 1981 19827 
Total supply 4772. 4788: 4451. 1143. 112.2)" 9.2 Poe 
Gross domestic product at 
market prices ‘ 4074 4110 3966 100.0 100.0 3c} 0.9 =D 
Imports of goods and services 698 678 485 14.3 12.2 -5.9 -2.8 -28.6 
Total demand 4772 4788 4451 114.3 112.2 22 0.4 -7.1 
Domestic demand A141 2% 4205453) 933-7 19 Arg 99 2.2 1.3 -8.5 
Gross domestic investment 499 Ded 468 12.8 11.8  -14.7 15 rea5 190 
Gross fixed investment 524. SAT. 462.0" 12.5 917 9 OO te Ae 
Public 214 287," 201 230 45.1 Saag ieee eee 
Private 310 260 261 10.2 6.65" 2290 EZ -0.5 
Changes in stocks -25 30 6 0.3 0.1 : 
Total consumption 3 642 3626 3 465 86.6 87.3 5.1 -0.4 -4.5 
General government 331 346 303 8.0 7.6 12.0 4A 19d 
Private ' SESS, 280s aLo2 78.6 79.7 4.4 -0.9 -3.6 
Exports of goods and services 631 585 518 14.9 13.1 22 54° 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 


b : é - 
The figures for exports and imports of goods and services were obtained from the balance of payments in current dollars, and 
were converted to constant 1970 values using price indexes calculated by ECLA for that purpose. 
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the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly 
ith the latter. 
“Includes financial institutions, insurance, and real estate, except for ownership of dwellings. 
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epercussions on the balance of payments were considerable (among other adverse effects, the 
country became a net importer of oilseeds) and also had a very adverse effect on the levels of 
employment, since the cultivation of this crop is labour-intensive. Finally, the number of enterprises 
traditionally devoted to cotton-growing fell notably. 
___- The decline in the production of coffee was due both to reasons connected with price trends in 
the international markets and to internal problems. One of the most important of the latter was the 
_ gradual proliferation of rust ( hemileia vastratix),a disease which diminishes yields and raises the cost 
of cultivation significantly, being particularly harmful to small producers who use outdated 
_ techniques. In addition, like the majority of agricultural tasks, coffee growing was affected in certain 
areas by the social and political tensions prevailing in the country, which were manifested, inter alia, 
_ inacts of violence on the plantations, physical damage in some cases, and interruptions in the normal 
- cycle of harvesting, processing and marketing. 
Z The coffee-growers’ associations, affected by losses or declining profits, asked for the reduction 
of the taxes on their exports and for the refinancing of their credits. Although the Government did 

not accede to all their petitions, it did reduce the tax base relating to exports of this commodity. In 


” brief, coffee production declined by over 5 %, although the volume exported increased because some 


_ of the considerable stocks accumulated in past years were disposed of in the exterior. It should be 
kets outside the quota allocated by the 


noted that a large part of these exports went to mar 


~ International Coffee Organization. 
a The evolution of the remaining export crops was uneven. In the case of sugar, both the surface 


-d planted and the amount harvested rose between the 1980/1981 and 1981/1982 growing periods, in 
spite of the pronounced drop in international prices recorded during the second half of 1982. This 
_ increase occurred first of all because the production of sugar is still profitable in Guatemala, since the 
__ domestic price is fixed in such a way that it compensates for the decreases in international prices, and 
secondly, because the prices in the external markets at the time of planting the 1981 7 1982 crop were 
still attractive, especially in view of the preferential price which the country receives for its quota of 

sugar sales to the United States market. Thus, the production of sugar cane grew by 16% in the 

calendar year 1982 by comparison with the preceding year, although the surface harvested at the end 
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of the year (1982/1983 harvest) fell from 80 000 to 60 000 hectares in reaction to the drop in prices 
on the international market. 

Banana production also rose in spite of the contraction in the world demand for this crop, partly 
because of the expansion of the plantations of both national producers and foreign corporations. | 
Finally, the volume of production of other export crops, such as cardamom, rubber, chicle and raw _ 
tobacco, remained similar to previous years. ' 

Crops for domestic consumption, as already noted, grew very dynamically for the second year ~ 
running in spite of the adverse meteorological factors and the imbalances in the production of certain — 
areas in the altiplano, attributable to the violence already referred to. This increase was partly dye to 
the mechanization of cultivation in areas of high productivity normally given over to export crops 
and to the very remunerative guaranteed prices fixed prior to the time of sowing by the National — 
Agricultural Marketing Institute (INDECA). Thus, although first the drought and then the storms 
caused losses of 5% in the corn and bean harvest, and of more than 20% in that of sorghum, it is 
calculated that the production of maize and rice increased by 10% over that of the preceding growing 
season, and that of beans by 35%, while the wheat harvest remained constant, and only sorghum and 
sesame experienced declines. 

On the other hand, the livestock sector showed greater dynamism than crop-raising. The 
production of cattle, measured in terms of number of head, rose by 4.4% over the preceding year, but 
not all this increase was exported or butchered, so that it is estimated that the total number of cattle 
rose. In any case, the volume of meat exported declined in 1982 both because of the lower prices of 
processed meat in the external market and because the Mexican market for sales of live cattle has been 
closed, since it is considered that such exports do not take enough advantage of the foreign-currency- 


Table 4 
GUATEMALA: INDICATORS OF AGRICULTURAL PRODUCTION 


Growth rates 


1979 1980 1981 SS 
1979 1980 1981 1982* 


Index of agricultural production” 


(1975: = 100) 116.4 118.3 120.0 Ll let 3.2 1.6 14-. =h9 
Crop farming 110.9 112.4 113.9 fs 2.6 cS 1.4 = 
Stock raising 125-2 LS 128.4 ee 59 be 0.7 

Production of the main crops 
Coffee™ 3 500 3 628 3 700 3 500 3.8 3.6 2.0 -5SA 
Cotton’ | 3 441 3 140 2 618 1 683 8.2 -8.7 -16.6 -35.7 
Bananas’ 13 047. 16260 16489 17 130 04. 24.6°- 75105 3.9 
Sugar cane 94 101 119 138 -9.6 TA A8.2-* SG) 
Maize’ 20°448* -»20'602% .21°0007 237151 3.8 0.8 1D 20g 
Beans ier! lesa Nps 1 300 1 785 =3.0) =11. 2 s2 G03 Sore 
Rice : 574 803 S17 1 007 Led SOL hae 9.8 

Indicators of stock raising 

production 
Stock 

Cattle’ 22 M2BIANS BANOS OS a co 3g, Sa 
pee ee 
Cattl ne 32 
ae polit 323 325 338 ES ct 0.6 169 
Milk os Zhe 285 296 
: 2 by ~ 
Eggs E 71 78 75° Sito Aol al 


Source: ECLA, on the basis of official figures. 
, Preliminary figures. 
On the basis of figures at 1958 prices. 
 Lhousands of quintals. 
Thousands of hands. 
“Millions of quintals. 
Thousands of head. 
* Millions of litres. 
"Millions of dozens. 
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Table 5 
GUATEMALA: INDEX OF MINING PRODUCTION’ 


(1979 = 100) 

3 1980 1981 1982° oe oes eee 
5 1980 1981 1982” 
™ 

_ Total 171.2 108.9 122.8 71.2 -36.4 

_ Petroleum 263.1 261.4 364.1 163.1 0.6 303 
peunerals 193.7 63.6 67.7 93.7 -67.2 6.5 
Sand and gravel 116.5 128.5 116.8 16.5 10.3 -9.1 


Salt 88.9 eam 133.3 -11.1 25.0 20.0 


~ Source: ECLA, on the basis of official figures. 
_ “Index of the value added by mining. 
7 °Preliminary figures. 


generating potential. Finally, milk production increased by almost 4%, but still against the 
background of the low yields characteristic of this activity in the country. 

ii) Mining and hydrocarbons. Up to 1979, Guatemala’s main mining activity was the extraction 
_ of nickel. However, during the last quarter of 1980 this activity was temporarily suspended owing to 
the adverse international market conditions, which persisted during the 1981-1982 biennium. The 
production of the mining sector was of little significance in the country’s gross domestic product, but 
within it the incipient, but growing, petroleum activity stood out as being the most important (see 
- table 5). 

The total production of petroleum amounted to some 2.3 million barrels —6 300 barrels a day 
on average, but the rate increased until it reached a maximum of 10 000 barrels at the end of the 
year— which represented an increase of over 50% with respect to 1981. Close to two-thirds of this 
amount was exported and the rest was consumed domestically, basically for electric power 
generation.° 

During the year, a new Petroleum Law was studied and discussed. Among other things, this law, 

* when viewed in terms of the arrangements now enforced, seeks to promote exploration, increase the 

- relative share of the contractor in the gross value of production and diminish the State's share 

somewhat. However, at the end of 1982, the new legislation still had not been adopted. Even so, the 
exploration and exploitation programme continued to move ahead, although still at a slow rate, and it 
is hoped that in 1983 it will be possible to supply close to one-third of the domestic consumption of 
hydrocarbons. 

iii) Manufacturing. The industrial sector was one of the most severely affected by the 
contraction of global demand and in particular by the decrease in exports to the rest of Central 
America. This unfavourable situation was aggravated by some other problems, including their 
regular supply of raw materials due to the scarcity of foreign currency. The production of nearly all the 
branches in the sector contracted by around 6%; only the soft drinks and tobacco industries recorded 
increases. Another indicator of the decline in the manufacturing sector was the 20% decrease in the 
industrial consumption of electricity (see table 6). Moreover, 185 establishments (over 8% of those 
registered in the country) stopped operating during the year. 

Directors of the leading industrial association estimate that industry as a whole operated at only 
60% of capacity. Some plants, such as the one which manufactures glass containers, operated at less 
than 30% of capacity. The branches linked to construction were also very much affected by the 
marked contraction in that activity. 

To compensate for the depressive effects of the fall in national and regional demand, the 
authorities initiated a campaign to promote exports of manufactures outside the region. As part of 
that effort, a new law on incentives for export enterprises was issued® and the development 


5 Although Guatemala is a net importer of petroleum, some of the hydrocarbons it produces are exported since there are 


no facilities for refining them. . 
6 Decree-Law 80-82 of 30 September 1982. This legislation offers tax incentives to enterprises which promote and are 


engaged in the export of merchandise outside the Central American Common Market. 
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programmes sponsored by the National Export Promotion Centre (GUATEXPO) were continued. 
However, these efforts yielded scanty results, not only because of the difficulties involved in 
reorienting production towards external markets but also, and in particular, because of the 
restrictions on external demand due to the international depression. 

In the circumstances described above, investment in the manufacturing sector fell even below, 
the low level obtained in previous years. The only project worthy of mention, which is still in 
execution, was a sawmill complex which constitutes the first stage in the pulp and paper industry. On 
the other hand, there was relatively little that public action could do to relieve the depressed situation 
of the industrial sector. The main instrument of industrial development —the National Finance 
Corporation (CORFINA)— faced serious financial problems because of the size of its portfolio of © 
overdue debts, and as a result it has only limited capacity to offer financial support to enterprises in — 
difficulties. = | 

iv) Construction. During the year, the Government stimulated the construction of dwellings by | 
extending lines of preferential credit as a measure for creating job opportunities and avoiding greater | 
deterioration in economic activity. This effort was reflected in an increase of 80% inthe areacovered | 
by home building permits granted in Guatemala City during the first ten months of 1982 by 
comparison with the same period in 1981. No information is available for calculating what 
percentage of the permits became projects in execution. However, even if the construction of private 
dwellings had recorded a jump of 80% (which seems rather unlikely judging by what has been seen in 
Guatemala City), it would not have been enough to counterbalance the drop in private building of a 
commercial and industrial nature and the even more marked decline in construction by the public 
sector. This is shown by cement sales, which during the first ten months of the year were 23% lower 
than during the same period in 1981. This information suggests a profound depression in the 
construction sector and accords with the 18% contraction in the value added in construction (see 
table 3). 

v) Other sectors. Services, including transport, commerce and private services, evolved in a 
negative manner consistent with the results of the goods-producing sectors. Of particular importance 
in this connection was the 5.5% drop in commerce, which undoubtedly had adverse effects on 
employment, especially in the urban areas. Tourism also contracted (for the fourth consecutive year), 
partly as a result of the recession in the industrialized countries and the extra-economic factors 
affecting Central America in general and Guatemala in particular. Only finance and insurance showed 
as growth, because their activities were not squeezed as much as the activity of the economy as a 
whole. 
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Table 6 
GUATEMALA: INDICATORS OF MANUFACTURING PRODUCTION 


B 
Growth rates 


1979 1980 1981 19923) === eee 
1979 1980 1981 1982° 


Index of manufacturing 


production (1977= 100) I a 119.3 116.7 109.0 5.6 6.0 -2.8 -6.6 
Foodstuffs sulk ji Ey 117.8 109.6 6.4 73 -3.2 -7.0 
Textiles 111.4 113.6 106.7 O02 4.7 OD -6.5 -7.0 
Clothing 110.2 109.3 105.0 100.8 6.5 06 -39 -40 
Chemical products 111.8 117.6 112.8 104.9 3.8 6.0 -4.1 -7.0 
Others 112.8 120.9 11921. LIZ 5.0 US -1.5 -5.9 
Other indicators of 

manufacturing production 

Consumption of electricity 

by industry (GWh) 545.7 515.0 4679 : # 
Employment (thousands x ¢ a par 
of persons) 69.5 78.9 78.4 es =1.5 135 -0.6 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 


The growth rates correspond to real, rather than rounded-off, figures. 
“Period January-October. 
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c) Employment and unemployment 
__- Very few statistics are available on employment, and they are not such as to permit the 
quantification of precise orders of magnitude. However, in view of the existing political tension and 
economic depression, it may be assumed that the levels of unemployment and underemployment rose 
n virtually every sector. : 
As a partial response to this deterioration of the employment situation, the Government 
initiated a number of highly labour-intensive investment programmes, especially in the fields of road 
construction and maintenance. However, their effects were only moderate in the broader frame of the 
“austerity policy which characterized public expenditure. In order to try to defend employment, 
assistance was also offered to productive enterprises, basically through the granting of credits. 


“a0 


3. The external sector 


_ The profound international recession of 1982 was clearly manifested in the external sector. The 
country’s external transactions, on both current and capital account, was seriously restricted. 
~ Although the deficit on current account decreased in comparison with the preceding year, especially 
as a result of the marked contraction in imports, there was also a decrease in the net mobilization of 
external capital, as a result of which it was impossible to cover all of the deficit, and the country lost 
~ monetary reserves amounting to close to US$ 40 million. That loss makes it impossible to evaluate 
the fact that a large number of requests for foreign currency also built up, pending authorization by 
_ the monetary authorities. 
In addition, there was expansion in 1982 of the parallel market which had appeared for the first 
‘time in 1980 after an emergency system for the delivery of foreign currency was adopted. It is difficult 
to determine the relative size of this parallel market, but its mere existence suggests that the figures 
recorded in the balance of payments do not faithfully reflect the magnitude and characteristics of the 


e a) Merchandise trade 
; The value of exports of goods fell by over 10% by comparison with 1981. This drop was caused 


by a marked contraction in volume and by a slight drop in unit prices (see table 7). 
4 It may be noted that the decrease in volume would have been even greater had some 


circumstances not intervened to cushion its fall. In the first place, during 1982 an effort was made to 
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sell some of the surplus coffee which Guatemala had accumulated in previous years in fulfilment of its 
commitments under the International Coffee Agreement. Those sales were made to the so-called 
“new markets”, i.e., markets outside the quota, at prices very much lower than normal. Thus, in 1982 
the volume of coffee exports was 20% higher than the low level recorded the preceding year. 
Secondly, the programme to expand the banana plantations continued, which resulted in a further 
increase of 7% in the volume of banana exports. Finally, the country’s incipient petroleum activity 
gave rise to a steady increase in the volume of exports of hydrocarbons. Nevertheless, the increase in 
the volume of the three items referred to was not enough to offset the drop in the volume of sales of 
cotton, sugar, meat and, in particular, the manufactures normally sold to the rest of the Central - 
American Common Market. 

Furthermore, the unit prices of nearly all articles decreased (bananas being the sole exception); 
in some cases, such as sugar, they decreased notably. For this reason, the unit value of exports suffered 
another drop. qi 

On the whole, due to the deterioration in the terms of trade, together with the steep decline in 
the volume of exports of goods, the purchasing power of the latter diminished by comparison with _ 
the previous year (see table 7). Jt 

In the evolution of the country’s foreign trade, a noteworthy feature is the drop in intra-Central — 
American trade, in which Guatemala has traditionally shown a surplus and which has received a very 
high share of the country’s total exports. In 1982, this trade declined notably, partly because of the 
restrictions on overall demand in all the countries of the region and partly because of the policies 
adopted by the majority of them (in the areas of exchange rates, taxes and administration) aimed at 
limiting their global imports.” As a result, the value of Guatemala’s exports to the rest of the Common 
Market fell from nearly US$ 380 million in 1981 to US$ 320 million in 1982, and their relative share 
in total exports fell from 29% to 27% (see table 8). On the other hand, imports purchased by 


Table 8 
GUATEMALA: EXPORTS OF GOODS, FOB 


i 


Millions of dollars = ite! Growth rates? 


SS, 1980 1981  1982° 1970 = 1982" 1980 1981 1982° 


Total 1241- 1520 1299 1161 1000 1000 225- -145-:)210m 
Exports to 
Central America 306 441 379 321 34.4 27.6 44.1 -14.1 -15.3 
Exports to the rest 
of the world 935, £079. 920 B60. GB Gn seh 8S Se 
eadiional 735 773 663 an. Sti are Ee 8.7 
Green coffee 432 464 325 S100 SA one ate 74° "330.0 8 1s 
Glined Coren 189 166 173 100 8.9 eG? “125 424A 
Bananas 19 45 51 74 6.9 6.410136.) 16)13,3 ee 
Meat 41 29 29 15 43 LS 3 rs a4 
Sugar on er nee ee thre ry Cm RT 
Non-traditional 200 306 257 235 8.5 20.3 53.0 -16.8 -8.6 
amen 49 56 34 26 13 2.3. 3g 5 08 Oana 
Cocoa ’ . 3 1 31 2 2.7 © °40.0.002500 
ame see 1 0 
Sesam 12 10 16 12 03 1.0 16.7 60.0 -25.0 
Penolenn i 24 22 46 * 4.0 "2 83 109.1 
Others 107 154 184 120 6.9 “193 2456" M165 Some 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 


b 
The growth rates correspond to real, rather than rounded-off, figures. 


Serj : a ; act a o. 

rictly speaking, the integration undertakings prohibit restricting imports from the rest of the region, with a very few 
. . . . . 

exceptions. However, in practice restrictions have been applied to such purchases, although invariably accompanied by more 

favourable treatment than that given to imports from the rest of the world. 
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So : Table 9 
GUATEMALA: IMPORTS OF GOODS, CIF 


Millions of dollars Rocepers, Growth rates” 


breakdown 
1979 1980 1981 19827 1970 1982" 1979 1980 1981 1982° 


z ‘otal 1504 1598 1673 1336 100.0 100.0 8.2 6.3 4.7 -20.1 
Consumer goods 358057 341 + B42) 2674 429.7. 20.0, 6 24.8 IO Seat 
te 1332°> 123. “EY 74 93 pe a3” -1,5 “=*510" °=36.8 
3 Non-durable 225 218 225 [93°23 "204 ~ “145 6.7 -3.1 3.0 -14.2 
“Intermediate goods 801 955 1011 823 480 616 17.4 19.3 5.9 -18.6 
~ Petroleum and fuels 242 339 «0369 «289 55.0216 «= 423 4000 88-217 
- Building materials 101 93 100 76 6.3 See LO ae oO 7.9 -24.0 
ts Others ISthe 523°" 542° | ~ 458~ 36.7 343 I ie 35°) 155 
“Capital goods sagen 966 ° “B00 2467! 20.8" 18.4 <6.8> <15.4° -° SPP E2I8.0 
_ For agriculture os) 19 16 13 188, 10 -33.00 -174 -15.0 -18.7 
_ For industry 226 IDB e soe 189 146 141 -07 -146 146 -145 
For transport 89 74 63 36 4.3 2.7. -11,5 .-16.99°=13 429 
"Miscellaneous 7 16 20 8 1.5 0.6 -30.0 1285 18.9 -60.0 


" Source: ECLA, on the basis of official figures. 


_ “Preliminary figures. 


°’ The percentage breakdown and the growth rates correspond to real, rather than rounded-off, figures. 


Guatemala from the rest of the region did not decline in the same proportion (indeed, they rose from 
“US$ 195 million to US$ 215 million between the two years), so that the positive balance of US$ 185 
million which the country recorded in 1981 fell to US$ 105 million in 1982. 
The volume of imports of goods fell by nearly 25%, a decline which reflected a contraction in 
global demand and the additional restraints imposed by the application of exchange controls. This in 
turn gave rise to the problems relating to the supplies of imported inputs referred to earlier. Even 


" taking into account the increase in the unit value of those imports (6%), their total value is estimated 


~ to have been 20% lower than the level achieved the preceding year. Due to this severe contraction, 


the deficit on the merchandise account decreased from US$ 240 million in 1981 to US$ 73 million in 
1982. 

The contraction in imports affected all types of goods, although it naturally had a particular 
effect on external purchases of consumer durables because of the criteria of selectivity governing the 
delivery of foreign currency. The drop in the importation of capital goods was a result of the small 
public and private investment, while the demand for intermediate goods declined because of the 
depressive situation in the manufacturing sector. Although the value of hydrocarbon imports also 
contracted at a rate close to that of the total decline in imports, it may be noted that gross petroleum 
imports now represent nearly 22% of the total value of purchases abroad? (see table 9). 


b) The services trade and factor payments 


Exports of services went down even faster than external sales of goods, although it might be 
held that this was because some of the main items, such as tourism, are channelled towards the 
parallel foreign exchange market. Thus, the balance of payments only registered US$ 14 million 
under income from tourism and travel (compared with US$ 30 million in 1981 and over US$ 80 
million in 1979). However, the number of passengers entering the country by air only went down by 
about 20%. Indeed, the country’s tourism authorities estimate that international tourism generated 


8]t is worth noting that according to the official figures of Guatemala, the unit price of hydrocarbons rose slightly in 
1982, in spite of the fact that, as is very well known, in the international market those prices tended to drop. A more careful 
review of the data shows that the average price of crude oil did in fact fall —from US$ 23.60 a barrel in 1981 to US$ 21.35 in 
1982— but that the average price of the refined products (close to half the imports of hydrocarbons and their derivatives) 


increased by approximately 10%. 
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ited private transfer payments — 
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“Alnvequaced official transfer payments oe ee iadote sitet, La 

Long-term capital 199 268 She58 
Direct investment 98 a Vas 117 
Portfolio investment 5 2c) Bal 5 
Other long-term capital 96 129 whe pat 

Official sector® 68 ~ 102 112 
Loans disbursed 82 117 130 
Amortization payments -14 -15 -18 

Commercial banks‘ — - - - 
Loans disbursed : ; - - - 
Amortization payments : ao = 

Other sectors® 28 21 23 
Loans disbursed 43 58 60 
Amortization payments -24 — -41 -47 

Short-term capital ~ 42 131 -44 
Oficial sector - 8 2 |) 
Commercial banks 1 3 13 9 -10 + 
Other sectors 41 121 -59 -384 -178 -42 

Errors and omissions -27 -59 -44 -18 -11 -17 

Global balance* 179 70 -37 -251 -304 37 

Total variation in reserves % 

(- sign indicates an increase) -180 -71 29 244 300 38 
Monetary gold <i) 3 ; = 2 2 
Special Drawing Rights -1 -1 -9 2 20 3 
IMF reserve position -1 -2 -2 -9 18 10 
Foreign exchange assets -176 -70 56 259 By; 25 
Other assets -2 2 -15 -7 -106 16 
Use made of IMF credit = = : 111 AG 


Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 


“Preliminary figures. 
Real services also include other official and private transactions, but not factor services. 

“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 

“The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 


variation in reserves of opposite sign and the global balance represents counterpart items: monetization of gold, allocation of 
Special Drawing Rights, and variations due to revaluation. 
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US$ 13 million owing to the abrupt decreas . 
| banks to their correspondents in Guatemala. All this explains why factor payments as a 
diminished between the two years referred to, falling from nearly US$ 160 million to 
at less than US$ 110 million. es 
_ Insummary, the services account continues to have a large deficit. Indeed, in absolute terms this 
nounts to much more than the negative balance on the merchandise account (see table 10). 


The current account situation and its financing 


Asa result of the trends described above, the deficit on current account fell from nearly US$ 570 
ion in 1981 (6.5% of the gross domestic product) to US$ 315 million (3.5%) in 1982. However, 
is improvement was accompanied by high social costs and an unaccustomed containment of 
_external purchases, to the point where many productive activities had problems in respect of supplies 
-of imported inputs. —— 
4 Contrary to what happened the preceding year, that deficit was not financed primarily through 
a loss of international reserves, because when the year began the position with regard to net liquid 
reserves was already negative. For that reason, nearly all the deficit on current account was financed 
_ through net inflows of capital, largely derived from public sources. Even so, as already noted, the 
~ Government had difficulties in mobilizing a larger volume of external resources which might have 
made it possible to raise its import capacity, thereby gaining additional margin for action as regards 
. production capacity. 
As for private capital, short-term credits —largely from backers of imports and exports— 
showed a negative balance, while long-term financing consisted basically of direct investment 
earmarked for petroleum exploration and exploitation activities. Even so, that investment was 
_smaller than in preceding years (direct foreign investment dropped from US$ 127 million in 1981 to 
_ US$ 82 million in 1982). 
: In public financing, the net inflow of 1982 was considerably lower than in 1981 (US$ 253 and 
US$ 426 million, respectively), although it should be borne in mind that in 1981 financing in the 
~ amount of US$ 110 million was received from the International Monetary Fund. In 1982, the 
_ resources came primarily from multilateral bodies, from the Mexico-Venezuela Energy Co-operation 
~ Programme and from a number of short-term credit lines contracted by the Central Bank. Nearly 
~ 90% of the total net external financing came from public sources. 
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-d) External indebtedness 

zg The net levels of contracting of external indebtedness were relatively low. In the first place 

© serious obstacles were encountered in the mobilization of gross financing. The increment in the 
global debt amounted to less than US$ 100 million and practically all of it consisted in an increase in 
the public debt, which thus came to represent 57% of the total external debt, the highest figure 

recorded in recent years. There was also a large increase in its servicing, which nearly doubled 
between 1981 and 1982 because of the short-term debts contracted in the preceding year. 

Up to 1980, the public sector had a moderate externa! debt with an excellent structure owing to 
the fact that most of it had been contracted with official sources of financing, largely on concessional 
terms. In 1981, however, recourse was had ina larger percentage of cases to financing by supplies and 
to the contracting of lines of credit on commercial terms, in some cases tied to large-scale public 
investment projects. These projects included a concession to a private firm for the design and 


Sh 


construction of highways, which was revoked in 1982. Although that firm made no investment 
whatsoever in works, it did acquire external financing with the guarantee of the State. Some of those 


bonds reached maturity in 1982 and bore some of the responsibility for the fact that in that year the 
servicing and amortization of the external public debt absorbed close to 11.5% of the foreign currency 


generated by the export of goods and services, in comparison with a coefficient which fluctuated 


betweeen 2.5% and 5.0% in the preceding years. Thus, although the burden of external public 


indebtedness in Guatemala is far from reaching the proportions recorded in other countries of the 


region, its relative impact on the balance of payments is showing a tendency to increase rapidly (see 


table 11). 


4. Prices and wages 


During 1982, the inflationary pressures present in the Guatemalan economy in past years tended to 7 | 


slacken markedly. This was due both to the price trends in international markets, which have 
traditionally had a substantial repercussion on domestic price trends, as well as to the abundant 
supply of basic grains and of foodstuffs in general and the more restrictive expenditure policy 
followed by the public sector. 

Thus, the annual average growth rate of the general consumer price index was 5.0% —only half 
the rise recorded in the preceding three years—, while in December 1982 it had grown by only 2.9% 
in respect of the same month the preceding year. Food price trends had a decisive effect on this result 
—in December the index was nearly 6% lower than it had been in the same month in 1981, and on 


average food prices remained virtually stagnant throughout 1982. In summary, in that year prices _ 


showed the least variation in the entire period since the mid-1970s, when inflationary pressures were 
first noted in the country (see table 12). 

In these circumstances, a gradual change was noted in the concern to relieve those pressures, 
and greater emphasis was placed on the reactivation of production. For example, in spite of the fact 
that ceilings were maintained on the prices of a wide range of consumer goods (basically foodstuffs, 
such as powdered milk, flour, eggs, sugar, vegetable oil, margarine and bread), there was a marked 
tendency to raise these prics and, in some cases, to remove the ceilings altogether. In the same order of 


Table 11 
GUATEMALA: INDICATORS OF EXTERNAL INDEBTEDNESS 


1976 1977 1978 1979 1980 1981 1982* 


Post Se Millions of dollars 


Balance 588 669 821 934 1 093 1 409 1 504 
Servicing 54 70 103 111 120 178 188 
Amortization payments 43 38 56 65 28 69 92 
Interest payments 11 32 47 46 92 109 96 


Public and State-guaranteed 
private external debt 


Balance 239 302 Sia Sun! 609 765 858 

Servicing _ 19 26 33 41 47 vei 147 

Amortization payments 9 14 15 16 18 34 64 

Interest payments 10 12 18 25 29 43 83 
Percentages 


Total external debt servicing 
as a percentage of exports 5.6 5.2 TAS: rhe 6.9 1222 14.7 


Public and private external 
debt servicing as a 


percentage of exports tS) Heh, 2.5 2a 3.0 ee 11.5 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 
> Disbursed. 
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Table 12 
GUATEMALA: EVOLUTION OF DOMESTIC PRICES 


197619771978 19791980 1981_——1982 


4 Variation December to December 
- Consumer price index 17.6 7A 9.1 L3:7 9.1 7s 2.9 
Food 14.0 59 B20) hdd 8.2 4.0 5.9 
Sa price index 10.8 5.9 Dok 18.7 12.0 . 49 a5 
_ Imported products 16.0 -6.3 23 Be 6.8 10.8 
_ Domestic products 10.1 8.0 5.4 18.1 12.4 45 
Fs Building materials 38.5 6.0 12.0 30.4 3.5 -2.3 
Z Variation between annual averages 
_ Consumer price index 10.7 12.6 7.9 11.5 10.7 9.5 5.0 
_ _ Food 9.6 11.0 4.6 10.3 dled 9:3 0.5 
_ Wholesale price index 10.5 13.0 3.6 10.3 16.0 11.7 - 
Imported products 9.8 Biz 1.6 15.2 19.0 10.1 
Domestic products 10.5 14.6 3.8 29 igh 11.9 
Building materials 28.9 18.8 ils ee 13.8 12.4 4.7 


Source: ECLA, on the basis of official figures. 


2 things, towards the end of the year the Government eliminated the subsidy which it had so far granted 


to urban collective transport, with the result that bus fares experienced a rise in December. 

In view of the moderate inflationary pressures in 1982, the Government made no efforts to 
promote wage adjustments. During the year the minimum wages established in previous periods 
were not revised, nor was any wage adjustment granted to civil servants. 

In short, although an effort was noted on the part of the authorities to avoid the resurgence of 
inflationary pressures, as shown by the relatively cautious fiscal and monetary policy measures, this 
was not their major concern during 1982 in view of the tendency for prices to decelerate. However, 
note should be taken of the latent danger of an intensification of inflationary pressures in the future, 
due to some phenomenon which began to arise in 1982 and which include the slack domestic supply, 
the growing use of the parallel market to obtain foreign currency for imports, and the problems 
relating to supplies of imported inputs. 


5. Fiscal and monetary policy 


a) Fiscal policy 

The financial position of the central government has been deteriorating notably in recent years 
as a consequence of the inelasticity of the tax system, combined with a big expansion in public 
expenditure and especially in capital expenditure. The latter phenomenon grew, at least in part, out 
of the need to counterbalance the drop in the level of private investment. Thus, the central 
government deficit grew at a rising rate, until it reached the equivalent of 8.6% of the gross domestic 
product in 1981.? 

In 1982, the drop in the income received continued and even worsened, but at the same time the 
Government took the decision to restrict public expenditure and, particularly, capital expenditure, by 
a larger percentage than the drop in income. In this way, it managed to reduce the deficit, whose 
relative share in the gross domestic product nevertheless still came to 5.7% (see table 13). 

Since it grew at a lower rate than the growth rate of the product, the tax coefficient decreased for 
the fourth consecutive year, falling from 7.5% in 1981 to 7.0% in 1982. The collection of nearly all 
taxes showed a decline in respect of the preceding year, the most pronounced drop being in the taxes 
on foreign trade. The revenue from import taxes decreased by nearly 30%, owing largely to the 
smaller volume of imports, and the average ratio of import taxes to the value of external purchases 
also diminished, falling from 6.7% in 1981 to 5.87% in 1982. The contraction in the revenue from 


9ECLA, “Guatemala”, Economic Survey of Latin America, 1981. 
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export taxes was due, in the first place, to the trend in the international prices Pas main 
commodities taxed, the impact being all the greater because of the progressive nature of those oe 
while secondly, it was the result of a change made in the tax base of the coffee export tax as a way 0 
relieving the national coffee growing sector. ; ; 
The trend with regard to other tax revenue was consistent with the recessive economic 
situation. The collection of the tax on the income of corporations grew by less than 1%, and the 
revenue from personal income tax shrank by more than 15%, this being due in part to the fact that in 
1982 an increase in the deductions permitted in estimating the taxable income of individuals pn: 
applied for the first time. The only items which showed relatively dynamic growth were, fei € 4 
stamp tax on sales, 1982 being the first full year of the rise in the tax rate from 2% to 3%; ae | 
secondly, the royalties which the central government collects for the exploitation of petroleum, whic ; 
brought in 30 million quetzales, compared with 26 million in 1981. t 
In summary, as in past years, the collection of fiscal income was one of the weakest areas in the . 
economic picture of the country. Although the financial authorities announced the adoption of ae 
programme of improvements in tax administration and inspection, there is no indication that this 
has yielded significant results in the short term. In addition, during the year no change whatsoever ; 
was adopted which might tend to raise the amount collected; on the contrary, owing to the variation 
made in the base of certain export taxes (those on coffee and, to a lesser extent, sugar) in order to 
promote production, that amount fell even further."! 


Table 13 
GUATEMALA: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 
(Millions of quetzales) 


B 
Growth rates 


1979 1980 1981 1982 “yo80..-«:1981.—:1982" 


1. Current income 668 747 741 721 11.8 -0.8 -2.7 
Tax revenue 621 678 652 626 92 -3.9 -3.9 
Direct 97 100 110 108 Baik 9.4 -2.5 
Indirect 524 578 542 518 10.3 -6.2 -4.2 
On foreign trade 241 259 171 125 7A -34.0 -27.1 
2. Current expenditure 540 678 759 691 25.5 11.9 -9.0 
3. Current saving (1 - 2) 128 69 18 30 -46.1 -75.4 76.4 
4. Capital expenditure 382 515 724 534 34.8 40.6 -26.2 
Real investment 310° 438° 621° 418° 41.3° ALS. -32F 
Debt amortization payments 72 77 103 116 6.9 33.8 12.6 
5. Total expenditure (2 + 4) 922 1 193 1 483 1 225 29.4 24.3 -17.4 
6. Fiscal deficit (1 - 5) -254 -446 -742 -504 75.6 66.4 -32.1 
7. Financing of deficit 
Domestic financing 122 328 634 404 168.9 93.3 -36.3 
External financing 132 118 108 100 -10.6 -8.5 -7.4 


Source: ECLA, on the basis of official figures. 

“Preliminary figures. 

’The growth rates are given in real, rather than rounded-off, figures. 
“Includes other capital expenditure. 


0The new rate came into force on 1 January 1981; however, during the first months of that year, the taxes collected 
were those applicable in the final months in 1980 and were levied at the former rate. 

This was the third time in two years that a change was made in the base of the coffee-export tax. That base consists of 
the FOB value, on which the tax is applied. In 1982 exports to “new markets” (outside the quota system of the International 
Coffee Organizations) were virtually tax-free, since any export at an FOB price less than US$ 125 a 46-kilogram sack (a price 
very much higher than that which prevailed during the year) was not taxed. In addition, the base of the tax on coffee sales 
within the quota was changed in such a way as to reduce its incidence. 
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wal To cope with the severe financial restrictions related to the low tax coefficient, the Government 
al ose to restrict its expenditure. Operating expenditures decreased by 9% with respect to 1981, while 
expenditures on fixed capital formation and on financial investments contracted by one-third. It 
ild, however, be noted that exceptionally high levels of investment had been recorded in 1981, so 
at the amount of the public investment in 1982 in some respects represented a return to the pattern 
followed prior to 1981.!2 “ir 


In spite of the policy of austerity in fiscal expenditure, the small amount of ordinary revenue 
ected and the low level of taxes in general meant that there was a big fiscal deficit: the equivalent 
40% of total fiscal expenditure. Even current income was barely enough to finance the operating 
penditure. In other words, nearly all the capital expenditure, including the amortization of the 
public debt, was financed through net indebtedness. For this purpose, the Government decided as in 
ast years, to raise the level of domestic indebtedness (80% of the debt was of domestic origin and 
or Pee of external origin), and close to 70% of that indebtedness was negotiated with the Central 
ank. 


The fact that greater advantage was not taken of external financing was not the result of a 
deliberate policy. The programme agreed to with the International Monetary Fund in October 1981 
committed the Government to financing a growing proportion of the capital expenditure of the 
public sector with external resources, so as to increase the access of the private sector to domestic 
"credit. The new financial and monetary authorities also made an effort to mobilize additional external 
_ financing. However, the previous administration had had a certain proclivity for carrying out large- 
scale projects which were usually financed with domestic resources, and since these projects 
"(including the new port on the Pacific, some hydroelectric facilities and a number of hospitals) were 
in full execution, only a few of them could be interrupted. Moreover, in the case of the projects which 
_ did have external financing, the disbursements were frequently slow because of the already traditional 
" problems of execution. Finally, the authorities had difficulty in contracting new long-term financing 

because of the financial restrictions imposed by the official multilateral bodies and the refusal of the 
_ private international banking system to commit a growing amount of resources to what is considered 


to be a high risk region. 


« In addition to the changes in the coffee export tax, perhaps the main fiscal policy measure taken 

- during 1982 was that of converting and consolidating the central government’s domestic public debt 

for the purpose of releasing resources for future fiscal years by deferring the payment of 
commitments relating to that debt. A new series of bonds was issued in the amount of 1 380 million 
quetzales, which is to reach maturity progressively over a 15-year period. The immediate effect of this 
measure can be observed in the budget of income and expenditure for 1983, in which the amount 
required to service the domestic debt is close to 155 million quetzales instead of the 210 million which 
would have been required without this new measure. 


Similarly, in the framework of the policy of austerity in public expenditure, in December the 
- Government eliminated a public urban transport subsidy which represented an expenditure of 
slightly more than 10 million quetzales. 


Finally, detailed figures were not available for the rest of the public sector, whose current 
income and operating expenditure represent close to 40% of those of the central government. Some 
of the most important institutions in this regard are the Guatemalan Social Security Institute, the 
National Electrification Institute, some Municipalities and a group of enterprises which supply public 
services. However, the current expenditure of all those institutions is close to the level of their 
income, while the central government participates in close to 90% of their capital expenditure, so 
that the trends and magnitudes described above are characteristic of the financial situation of the 


public sector as a whcle. 


12]t seems that the practice of handling the fiscal deficit through a restrictive expenditure policy will have to be 
continued in the immediate future, since in the budget of income and expenditure for 1983 provision is made for keeping fixed 
capital formation at tHe same level as in 1982, although an expansion of 6.8% in operating expenses is envisaged. 
Nevertheless, not all the items in the budget were cut in the same proportion. Expenditure on health, education, and 


particularly defence and security was increased with respect to previous years. 
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b) Monetary policy aiid Pacacss pois thes oz | 

In 1982 external monetization (the difference between external assets and liabilities)1> 
decreased by US$ 113 million, in liné with the trend observed the previous year. This phenomenon 
was more than offset by an expansion in domestic liquidity caused by the increase in the credit granted 
to the public sector. The magnitude of these two phenomena, which together explain the 14% 
growth in the money supply, was determined by the general economic situation described above and 
particularly by the shortage of foreign currency throughout the entire year. One of the ways in which 
this was reflected was the steady accumulation of requests for foreign currency awaiting authorization 
by the monetary authorities, whose amount at the end of the year totalled nearly 400 million — 
quetzales. z 

This latter phenomenon to some extent halted the drop in the international reserves and was 
partially responsible for the accumulation by those requesting foreign currency of considerable 
liquidity in local currency which eventually swelled the monetary and time deposits. This, in turn, is 
the reason for the relatively dynamic expansion of the factors of absorption —quasi-money grew by 
nearly 22% between the end of 1981 and the end of 1982. 

In examining the growth of credit activity, a distinction should be made between loans to the 
public sector and those to the private sector. In view of the financial deficits of the central government 
and some of the semi-public enterprises, net financing for the public sector from the intermediation 
system rose by 37%; over 85% of this amount came from the Central Bank. This is why, after three 
consecutive years of notable expansion of the net domestic indebtedness of the public sector, its 
relative share in total credit activity reached 40% in 1982. By contrast in 1978, for example, the share 
of that sector in the total portfolio of the intermediation system amounted to barely 5.8%. 

On the other hand, credit to the private sector, all of it derived from the banks in the system, 
grew by only 5.3%. The high growth of deposits on one hand and the slow rise in credit pressures on 
private banks (a result of the generalized economic depression), on the other, were reflected in a 
growing situation of excess bank liquidity. Part of that surplus was invested in the purchase of State 
securities. At the end of January the banks had acquired an additional 7 million quetzales worth of 
securities, compared with the same period of the preceding year, and by the end of the year this figure 
came to 98 million quetzales. Nevertheless, as has already been pointed out, the financing provided by 
the private banks to the public sector constituted only 15% of the total net domestic indebtedness of 
the Government; the rest came from the Bank of Guatemala, promoting subsequent monetary 
expansion. 

In summary, it may be affirmed that the monetary policy was only moderately expansive (credit 
activity grew by 17% in contrast with an expansion of 17.7% in total deposits, although the gross 
domestic product rose by only 2.7% in nominal terms) and was focused on financing the public sector 
deficit. In view of the urgent need to reactivate the productive sectors, the expansion of primary 
money was insignificant and that of credit to the private sector was quite limited (see table 14). 

The overall monetary situation described above does not adequately reflect the increasingly 
high incidence of overdue debts resulting from the liquidity problems and even in some cases 
insolvency from which many enterprises suffered. To cope with this situation, some professional 
organizations and bodies proposed solutions of the most diverse nature, including that of declaring a 
generalized moratorium for two years. In response to those proposals, and in view of the real 
difficulties faced by a large number of debtors, towards the end of the year the monetary authorities 
approved a set of measures aimed at facilitating the refinancing of the agricultural portfolio of the 
banks affected by the general economic situation of the country. Those measures included: a) an 
exhortation by the Monetary Council to the banks of the system to continue meeting, on a selective 
basis, the requests for extension and renegotiation of the credits granted with a view of adapting their 
repayment periods, amortization programmes and guarantees to the characteristics of the 
investment and to the capacity of the debtor to pay; b) the establishment of acommission made up of 
representatives of the public and private sectors responsible for analysing and assessing that part of 
the portfolio which the banks cannot handle, with a view to proposing appropriate solutions; c) the 


4 This definition does not coincide with the way in which the Bank of Guatemala estimates the amount of its net 
international monetary reserves. In the methodology employed in respect of the “net reserves” in section 3 of this chapter, the 
value of the gross reserves is entered, and only bonds which take one year or less to mature are deducted. 
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Por a Table 14 
GUATEMALA: MONETARY BALANCE 


2 a SL NE es SIE 

= 

-- Balance at end of year b 
(millions of quetzales) 


, Growth rates 


oc 
7a ee Ce --—--—-—-———---  — oo 
_ 1979 1980 1981 1982° 1980 1981 1982° 
“Money 692 709 738 749 2.5 41 1.4 
Currency outside banks 364 379 403. «4083 4.1 6.3 er 02 
_ Demand deposits 328 330 335 346 O6~ 5 1.6 3.4 
Factors of expansion 1 899 2 049 2 266 2 555 79 10.6 12.8 
_ International reserves (net) 663 351 -98 -211 -47.1 " 115.4 
2 Domestic credit 1 236 1 698 2 364 2 766 37.4 52 17.0 
q Public sector 118 355 802 1 097 200.8 £259 36.7 
_ Private sector 1118 1 343 1 562 1 669 20.1 16.3 6.8 
: Factors of absorption 1 207 1 340 1 528 1 806 11.0 14.0 18.2 
_ Quasi-money (savings and 

time deposits) 927 1 088 1 260 1 532 17.4 15.8 21.5 
Other items (net) 280 252 268 274 -10.0 6.3 Dee 


_ Source: ECLA, on the basis of official figures. 
Preliminary figures. 
_ °The growth rates are based on real, rather than rounded-off, figures. 


decision to earmark 50 million quetzales in the Central Bank for a period of up to three years in 

~ support of the banks’ activities through rediscounts, postponements or credit renegotiations and 
d) the strengthening of the Guarantee Fund which now exists within the framework of the Central 
Bank to handle cases of this kind. 

During 1982 the credit policy was concerned primarily with regulating bank credit and 
providing support for productive activities and the needs of the public sector, in the framework of the 
restrictions imposed by the external imbalances. As a result of the excess liquidity in the banking 

_ system, advance operations and rediscounts were very much reduced, and most of the credit was 

* channelled to the public sector, as already pointed out. The monetary authorities considered it 

. unnecessary to make any more changes in the compulsory bank reserve regulations, since the liquidity 
situation mentioned above caused the cash ratio to rise from 17.8% at the end of 1981 to 21.3% at the 
same period in 1982, nor did they change the minimum requirements relating to capital and capital 
reserves of the banks. 

On the other hand, partly in response to the trends of interest rates in the international 
financial market, the active and passive interest rates prevailing in the country were changed at the 
beginning of November. The Monetary Council decided to set the maximum rate of interest charged 
by banks on active transactions at 12% a year (by comparison with the rate of 15 % in force up to that 
point) and the maximum interest rate which could be paid on deposits they received and on the bonds 
they issued at 9% a year (by comparison with the former rate of 12%). The rediscount rate and the 
rates on mortgage loans insured by the Mortgage Insurance Fund (FHA) were also changed in the same 
proportion. 

With regard to the policies regarding the exchange rate and external finance, the beginning of 
November marked the expiry of a programme agreed to with the International Monetary Fund in 
October 1981 under the Compensatory Financing Facility for fluctuations in export income. The first 
tranche of the regular financing arrangements had also been resorted to. At the time this chapter was 
drafted, this agreement had not been renewed or extended. On the other hand, as noted, during the 
year the monetary and financial authorities of the country made intensive efforts to obtain additional 
external financing, with rather limited results, given conditions in the international capital markets. 

In view of the severe shortage of foreign currency which characterized the economic picture 
during the year, the monetary authorities continued to apply exchange controls under which the 
foreign currency export earnings was allocated to pay for imports, using criteria of selectivity based 
on whether the external purchases were essential or not. In November (after the agreement with the 
Monetary Fund had expired) these measures were supplemented by the establishment of a system of 
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prior permits for the importation of merchandise on the basis of a system of quotas allocated to each 
firm.'4 At the same time, under the emergency exchange controls, additional restrictions were 
adopted which sharply reduced the ceilings on the amount of foreign currency authorized for tourist 
travel abroad (US$ 2 000 a year per person including the cost of the ticket) and increased the 
percentage of the guarantee deposit which travellers had to make in order to obtain that currency. 
Limits were also put on the sale of foreign currency for persons studying abroad, for medical attention 
in the exterior and for personal remittances. 

In addition, during the entire year an intense public debate was carried on concerning the 
advisability of altering the exchange parity —a possibility which the monetary and financial — 
authorities decisively rejected. However, with the application of the emergency exchange regulations — 
referred to above, a parallel market (not official but relatively active) came into being, which was used — 
increasingly, even by importers, as the year progressed. It can be very roughly estimated that between 
15% and 20% of the country’s exchange transactions took place in that market and that during 1982 ; 
the exchange differential between it and the official market was between 20% and 30%. 


ri “Under governmental agreement No. 406-82 of 14 November, a ceiling was established on imports of various 
products (classified by the degree of the need for them) included in different tariff items. The Ministry of the Economy was 


empower é i i 
p ed to apply the system, which was changed slightly towards the end of the year to cover various problems which arose 
when the new machinery went into operation. 
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fluenced by external factors suchas the marked decline 
ction in demand for some important export products, 
len, which caused a fall in agricultural production. © : 
ough in 1982 there was an improvement in the external terms of trade, the deteriorated 
n trade situation continued to militate against an increase in production. Other factors which 
as imilar influence were the shortage of domestic investment resources and the measures taken to 
ain public expenditure in order to reduce the big fiscal deficit, which had got worse in 1981. 
thermore, during the year there was a decline in the net inflow of capital, including donations, 
> of the difficult international financial situation, and this seriously affected levels of 
A estment. =: 
In these circumstances, the gross domestic product virtually stagnated, rising by only 0.3%,' 
which was a similar amount to the year before. Thus, for the second year running there was a decline 
around 2% in the already low per capita product of the country. Gross income, for its part, rose 
ore than the product in 1982 (1.1%), thanks to the recovery of slightly over 87% in the terms of 
trade, although this was not enough to make up for the drop suffered by these terms the year before 
(see table 1 and figure 1). 
j The consequences of hurricane Allen in agriculture persisted in 1982 and were reflected in the 
low growth of agricultural production, which, in view of the sector’s high relative importance, had 
onsiderable repercussions on general economic activity. Another factor which influenced the scanty 
* growth of the product was the marked slackening in industrial production, especially in the assembly 
industries, where the contraction of external markets had particularly severe repercussions. It may be 
recalled that this type of industry was one of those which did most to propel economic activity in 
_ previous years. Construction, too, suffered a significant decline in 1982 in line with the drop in 
“investment, which had adverse consequences on employment and helped to bring the rate of open 
“unemployment up to 12%. Only basic services such as electricity and transport and communications, 
_ together with the relatively unimportant mining sector, showed some buoyancy during the year. 
Sa In contrast with 1981, there was an increase in exports of goods and services in 1982 thanks toa 
- significant improvement in external prices, particularly for services. This, together with the drop in 
- imports because of the decline in investment and levels of consumption and the shortage of foreign 
~ exchange, led to a slight reduction in the trade deficit and contributed to a similar decline in the 
- imbalance on current account, despite the smaller income from private transfer payments. During 
the year, there was a substantial inflow of capital, but it was smaller than that registered the year 
before and was not enough to cover the current deficit, so that for the third year in succession it was 
necessary to make use of the international reserves, this time in the amount of US$ 11 million. 
4 The financial problems which had been affecting the country with growing intensity for some 
_ years past were less severe in 1982 thanks to the application of a set of measures to reduce the large 
fiscal deficit (which was amounting to almost 10% of the gross domestic product), to contain the 
_ flight of capital from the country, and to prevent further reductions in the international reserves. 
~ Some of these measures had already begun to be applied the year before, and in 1982 they were 
- intensified, particularly in the case of those designed to place the public finances on a sounder basis. 
5 1 Unless otherwise indicated, the period under review is the fiscal year 1 


_ September 1982. 


as well as 


Be Wo SS 


A 
2 


981-1982, which runs from | October 1981 to 30 
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Among these, special mention may be made of those aimed at preventing smuggling (in order to raise 
revenue from customs duties); the establishment of a general sales tax in November in place of some 
specific taxes; the reduction of public expenditure by close to 10%; and the fixing of limits on the 
financing of the public sector by the Central Bank. These measures were in line with those agreed | 
with the International Monetary Fund in August for the opening of a credit of 35 million Special | 
Drawing Right units, and the prime objective was to halve the ratio between the fiscal deficit and the i 
gross domestic product, although it did not prove possible to fulfill this objective completely. 

The contraction in public investment in real terms was accompanied by a somewhat less 
marked reduction in private investment, coinciding with the smaller inflow of capital for direct _ 
investment. Furthermore, the low level of economic activity during the year and the contraction in — | 
public expenditure and in the other components of domestic demand were reflectedinasharpdropin 
the rate of inflation to a little under 3% as measured by the differences between annual averages and 
to a negative figure, as measured between the months of September of each year. Despite this small | 
increase in domestic prices, however, minimum wages in the industrial sector went down in real | 
terms by a similar amount to prices. 


~ 


Table 1 
HAITI: MAIN ECONOMIC INDICATORS 


Neen EEE TTT 


Loo 1978 1979 1980 1981 1982° 


A. Basic economic indicators 


Gross domestic product at market 

prices (millions of 1970 dollars) #4 TA 815 860 863 865 
Population (millions of inhabitants) 5.41 Ds. 5.67 5.81 3:95 6.10 
Per capita gross domestic product 137 140 143 148 145 142 


(1970 dollars) 


Growth rates 
B. Short-run economic indicators 


Gross domestic product at market prices TS 44 Del 5.8 0.3 0.3 
Per capita gross domestic product -1.0 2.0 2.6 3.3 -2.2 -2.2 
Gross income BO 3.8 a9 6.2 -0.8 pal 
Terms of trade (goods and services) 20.6 -7.6 -9.0 Dal -9.8 8.2 
Current value of exports of goods 
te ene 23.9 204 0.8 43.2 -18.0 3.3 
Current value of imports od goods 
oe 21.0 17.4 6.9 46.5 8.4 -9.8 
Consumer price index 
September to September 5.0 25 18.6 9.5 17.8 -1.7 
Variation between annual averages 7A -2.9 O77 18.1 159 2} 
Money 8.4 25.1 22.0 Lda 214 14.8 
Wages and salaries a 26.6 -8.8 18.3 2.0 -2.6 
Current income of government 25.6 LS; 1 12.0 14.0 -4.3 24.4 
Total expenditure of government 19.2 31.6 14.7 203 19.5 1.5 
Fiscal deficit/total expenditure of government” 2.9 40.6 42.2 42.5 54.0 43.6 
Millions of dollars 
C. External sector 
Trade balance (goods and services) -89 -98 -117 -179 -275 -215 
Balance on current account -70 -84 -97 -141 -215 -179 
Balance on capital account 83 96 112 112 181 168 
Variation in international reserves 13 6 24 -26 -50 -11 
Disbursed external public debt 159 210 248 290 372 410 


Source: ECLA, on the basis of official data. 
*Preliminary figures. 

’Gross domestic product plus terms-of-trade effect. 
“Minimum wages in industry, in real terms. 
“Percentage. 
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2. Trends in economic activity ; 


a) Total supply and demand 

The clearly recessive economic situation observed during the year was reflected in a sli t 
reduction of just over 1% in the overall availability of goods and services, due to the stagnation o 
domestic production on the one hand and to a significant drop of 8.3% in imports on the other. 
During the 1970s there had been a process of rapid opening up to the exterior, and the imported 
component of total supply practically doubled, amounting to 21% of the latter in 1980, although 
exports did not expand at an equal rate. In 1982, however, there was a slight decline in the relative — 
importance of imports, both because of balance-of-payments problems, whose most obvious _ 
manifestation was the shortage of foreign exchange, and because of the contraction in investment and . 
the sluggishness of economic activity and consumption (see table 2). me | 

Thus, on the total demand side, the volume of exports of goods and services went down as a | 
result of the world economic recession, while domestic demand dropped by around 1%. Public _ 
investment went down by 11% as a result of the policies applied from the second half of the year 
onwards with the aim of reducing public expenditure and balancing the finances, and also because of 
the drop in the inflow of external finance. Consequently, after growing rapidly during the 1970s to | 
become one of the fundamental factors propelling growth, public investment lost dynamism and sank 
below the amounts foreseen in the 1982-1986 five-year plan. Private investment also declined, 
although to a smaller extent (-4%), because of the discouraging market prospects both for national _ 
investors and for foreigners investing in the industries which assemble imported parts for export. 
Government consumption expenditure registered a slight increase (2%) in spite of the budget — 
reductions, but private consumption remained practically unchanged. 


b) Evolution of the main sectors 


According to the first official results made available, the gross domestic product expanded for 
the second year running by only 0.3%. As in 1981, the only sector which showed some degree of 
buoyancy was basic services, especially electricity generation and gas and drinking water supply. In — 
contrast, the goods-producing sectors, and especially agriculture and manufacturing, hardly increased 


Table 2 
HAITI: TOTAL SUPPLY AND DEMAND 


Millions of 1970 Percentage G h 
dollars breakdown rowth rates 


1980 1981 1982° 1970 1982* 1980 1981 1982* 


Total supply 1040 1048 1034 112.3 119.5 9.3 0.7 -1.3 
Gross domestic product 


atnitlacc prices 860 863 865 100.0 100.0 5.8 0.3 0.3 
Imports of goods and services’ 180 185 169 123 19.5 30.0 2.4 -8.3 
Total demand 1040 1048 1034 112.3 119.5 93 0.7 -1.3 
Domestic demand 932 955 944 102.9 109.1 WES. 2.4 -1.1 
Gross domestic investment 141 149 135 7.6 15.6 8.5 7 -9.4 
Public 106 109 oF ie 12 6.9 2.8 -11.0 
Private 35 40 38 6.3 4.4 12.9 14.3 -4.4 
Total consumption 7 806 809 95.3 Peg. 7.8 1.8 0.4 
General government 69 74 76 8.3 8.7 Deh 7.2 2.0 
Private aes 722 732 733 87.0 84.8 7.6 1.3 0.3 
Exports of goods and services 108 93 90 9.4 10.4 23.6 -14.2 -3.0 


Source: ECLA, on the basis of figures provided by the Haitian Statistical Institute and the Ministry of Planning. 
, Preliminary figures. 
The values of exports and imports of goods and services were taken from balance-of-payments data expressed in dollars at 


current prices, which were converted to constant 1970 values by deflation, using price indexes calculated by ECLA for the 
purpose. 
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Table 3 


HAITI: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of 1970 Percentage G 
dollars breakdown rowth rates 


Ss 1980 1981 1982 1970 1982° 1980 1981 1982 
Gross domestic product” 782 785 787 100.0 1000 58 03 #03 
_ s 479 478 478 646 61.1° 3.5 -0.5 0.2 
Agriculture 348 341 342 50.8 43.5 28 -18 0.2 
‘Mining 9 a 3 a. 10 -45 -148 im 
pManutacturing 91 94 96 + a 0 | 7.0 ae jy 
Construction 36 37 36 2.3 45 44 4.1 -4.1 
Basic services 38 41 43 3.7 5.4 ala! 4.9 5.7 
ape gas and water 14 16 17 ile) 24 8.1 8.1 8.1 
_ Transport, storage and 
‘communica ane 24 as) 26 2.4 33 6.5 3.0 4.1 
- Other services 259 261 265 3k 7's9g5355 7.4 0.9 0.7 
Commerce, restaurants and hotels 94 93 94) eh. 9i! 119 66 -09 0.4 
Ownership of dwellings a9 58 59 9.9 7.4 -2.6 -0.8 0.1 
Community, social and 
personal services 106 110 112 10.9 14.2 14.8 3.6 13 
Government services 45 47 48 4.6 6.1 5.0 38 22) 


Source ECLA, on the basis of data supplied by the Ministry of Planning. 
; Preliminary figures. 
As the individual activities and the totals were calculated independently, the sum of the former may not coincide with the 
latter. 
“Including financial institutions, insurance and real estate, except ownership of dwellings. 
“Including business services. 


their product at all, while construction, which is usually one of the first activities to reflect the effects 
_ of arecession, suffered a decline of 4%. The services sectors, for their part, did not show much change, 
except for government services, which increased by a little over 2% (see table 3). 

i) Agriculture. The agricultural results were well below those expected after the significant 
contraction suffered in 1981 as the result of the passage of hurricane Allen. Altogether, the added 
value of the sector practically stagnated (growth of 0.2%) because, ster alia, of a severe drought 
which affected cereal production (especially rice), the lack of financial counterpart resources for the 
development projects agreed upon with international agencies, and the low coffee prices in recent 
years. 

As regards production for the domestic market, only that of sorghum showed a significant 
increase (approximately 46%), while the harvests of other products either went down or showed 
only slight increases which were not enough to recover the production levels of previous years. 
Production of such important basic consumption items as rice and beans once again fell, as in 1981, as 
a result of climatic problems. The maize harvest registered a slight recovery thanks to the increase in 
the area sown, but the increase in banana production did not even amount to 1%. Production of sugar 
cane, which occupies the best land in the country, dropped for the second year running, this time by 
2% (see table 4). 

In the stock-raising sector, African swine fever made it necessary to slaughter a considerable 
number of pigs, thus significantly reducing the herds and consequently also bringing down pork 
production. In order to make up for the shortage of pork, a programme aimed at increasing the 
production and consumption of chicken was organized with very good results. This explains the 
sudden considerable increase in sorghum production. 

The swine fever and the campaign which has had to be carried out to eradicate it have resulted 
in very great losses for the peasants, for whom pigs are their main food and one of their few sources of 
income. Furthermore, it is costly for the country to replace the herds with imported stock, quite apart 
from the difficulry experienced by imported stock in adapting to the pig breeding conditions 
prevailing in the country. 
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Among export agricultural products, the most outstanding perfomance was that of co ca, 
production of which more than doubled during the year, even though the volume continued to be 
60% below that registered in 1979. In contrast, production of coffee, which is the main agricultut : 
export crop, rose by only 5%, thus falling to recover the levels registered before hurricane Allen, 
which destroyed 30% of the plantations. It will be hard to replant this area as long as the 
international price of coffee remains so low. 

Cotton production, for its part, after having stagnated in previous years, went down by around © 
5% because of the drop in yields. ; ; 

Finally, in the institutional context serious problems were experienced during the year in 
promoting agricultural activity because there were increased difficulties in covering the costs 
corresponding to the country in projects financed by international banks and agencies. Moreover, the 
long-standing structural deficiencies persisted, especially the prevalence of minifundios and the | 
problems of low productivity stemming from the use of rudimentary technology. - 

ii) Mining. The share of mining in the Haitian economy has gone down, and it now represent 
only 1% of the gross domestic product. This has been largely due to the decline in the mining 0; 
bauxite, which accounts for over 80% of the added value of the mining sector. Since the mid-1970s 
(average 1974-1977), bauxite production has dropped from 670 000 tons to a figure one-third lower _ 
than this (in the two-year period 1980-1981), largely because of low extraction yields and rising 
operational costs. In 1982, however, there was a noteworthy recovery of the order of 30% in 
production levels, which was reflected in a rise of a little over 7% in the product of the sector. The | 
quarrying of marble has continued, albeit at levels which are still not very significant. 

iii) Manufacturing. Manufacturing, like the other productive activities, has been affected by | 
the decline in domestic and external demand. In addition, there has been a drop in investment due to 
the shortage of financial resources and difficulties in importing, and, above all, to the discouraging 
prospects offered by an economy in recession. In these circumstances, the manufacturing product 
grew by only a little 1% in 1982. 

It may be assumed that the decline in levels of consumption was generalized, albeit somewhat 
less severe in the case of processed foodstuffs and other essential goods. The indicators for 
manufacturing production show results which vary widely from one product to another, however. 


Table 4 
HAITI: INDICATORS OF AGRICULTURAL PRODUCTION 


DEAD See ee pict nS 
1979 1980 1981 1982 1980 1981 1982 
Production of the main 
crops 
For domestic consumption 
Rice 1221 124.1 119.7 117.4 1.6 -3.5 -1.9 
Maize 183.3 186.2 179.2 185.0 1.6 -3.8 Be 
Sorghum 123.4 1252 120.8 176.9 1.5 -3.5 46.4 
Beans 51.9 52.6 50.8 50.5 1.3 -3.4 -0.6 
Plantains S15 519.7 501.5 506.1 1.6 3.5 0.9 
Sugar cane Siz 5 640.8 5 443.4 5 336.0 1.6 -3.5 -2.0 
For export 
Coffee 35.9 42.9 33.3 35.0 19.5 -22.4 5 
Cotton 5.8 5.9 5.7 5.4 dey -3.4 -5.3 
Cocoa 11.4 3.4 97) 4.6 -70.2 -35.3 109.1 


Livestock production 


Beef 18.0 18.0 18.6 19.5 : 

Pork 34.0 44.0 35.0 350 294 ae +4 
Goat meat 4.0 4.1 ae 6.0 2.5 = 46.3 
Poultry 3.3 3.4 3.4 15.5 3.0 - 355.9 
Eges 173 17.6 178 17.7 17 Ll -0.6 


Source: ECLA, on the basis of figures supplied by the Bank of the Republic of Haiti. 
Preliminary figures. 
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he Table 5 
HAITI: INDICATORS OF MINING AND MANUFACTURING PRODUCTION 


Thousands of tons Growth rates 


1975 1979 1980 1981 1982* 1979 1980 1981 19827 
Mining production 
Bauxite S29 SRG LAO AAT .4Q0I9S? G22 52552-5258 159"? 29.6 


Manufacturing output é ’ 
index 1959-1060 = 100) LBG>* 4.285; vf 28E 526Gb 1264) 44 Davy 70H § SMe? 
ie ain products 
S Flour 81 /ip) 85 27 88 8.8 12:6. 4252" 226.8 
“* Sugar 52 59 54 52 56m: 1912 86 -43 79 
_ Carbonated beverages 
a, Cigarettes (millions) 680 1006 1 064 852 965 9.4 38-1995 5 ae2 
A Fats 1.3 2.6 5 Shik 2.8 13.0 26.9 -6.1 EON) 
Edible oils SRP SOS M24 5.4 17.45 53H 251" =29.6" 13012 
oe Soap 7.5 11.0 133 7 127 5.8 19.1 -10.7 8.5 
Detergents (tons) 184 534 579 513 580m y Glen 84 se=1 1.351 “142 
Footwear (thousands of pairs) 223 392 795 528 SBOP £28 032) 9-53.05 0 LS 
\ Cement 145 239 243 241 206 -5.8 2.0 -10 -144 
Cotton textiles 
Setiiltions of yards) b.5 0.5 0.8 0.7 OFS ee BTL 60.0 -12.5 14.3 
Toilet soap (tons) te 253 253 258 . » 10.6 - 2.0 - 
Essential oils (tons) eae 268 242 208 234—=15:.9-) 1007 =13.7 5 L210 


Source: Ministry of Commerce and Industry. 
“Preliminary figures. 
’The growth rates were calculated on the basis of real, not rounded figures, 


Thus, while there were fairly significant increases in the case of textiles, footwear, soap and 
_ detergents, cigarettes, and sugar, there was a sharp decline in production of flour and edible oils and, 
to a lesser extent, fats and cement (see table 5). 

Among export products, the outstanding feature was the recovery of around 12% in the 
production of essential oils, contrasting with the substantial drops in production in some assembly 
industries, such as those for radios and accessories and rubber and plastic articles. In contrast, rapid 
growth continued in the manufacture of transformers and electrical articles, clothing, and toys and 
sporting goods, thus showing the growth possibilities and importance for the country of these 
assembly industries, which employ about 40 000 people. These industries set up with foreign capital 
have of course been established in the country to take advantage of tax incentives, such as the right to 
import machinery, inputs and components free of import duty, the facilities offered by the 
Government for setting up factories in an industrial park, and the availability of cheap and abundant 
labour. The industrial policy now in force aims at greater incorporation of local added value in the 
products sold on domestic markets or exported. Other objectives are that the industries should make 
more and better use of domestic raw materials and that there should be greater integration between 
agriculture and industry, to which end various agro-industrial projects with private sector 
participation are underway. Both assembly industries and agro-industrial development are scheduled 
to occupy a priority position in industrial policy in the coming years. 

Electricity generation has increased rapidly in recent years. The value added in this sector has 
grown by over 8% per year since 1980 (see table 3), but even so this has not been enough to satisfy the 
electrification needs of the country.” In 1982 the generation of electric power expanded by over 6%, 
due mainly to the entry into operation of two thermal power stations —the larger of them located at 
Carrefour, near Port-au-Prince— and to further small hydroelectric stations. Among the new works, 
mention may be made of construction of a high-tension power transmission and distribution system 


2It is interesting to note, in this connection, that 92% of the electricity 1s consumed in Port-au-Prince, 6% in the other 


four main cities, and only 2% in the remainder of the country. 
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in Port-au-Prince and the renovation of the medium-tension network in the metropolitan area. Little 
progress was made in the interior of the country. Finally, electricity consumption increased by close to 
5%, due mainly to increased use of residential and street lighting purposes, since consumption by 
commerce and industry practically did not increase at all during the year because of the smaller 
demand by two important consumer industries: a sugar mill and a cement works (see table 6). : 


c) Population and employment 


The generalized economic recession had undoubted repercussions on employment. According — 
to official estimates, the economically active population grew by 1.9%, while employment is only — 
estimated to have grown by little over 1%, i-e., by some 28 000 jobs. This meant an increase of over : 
3% in open unemployment, the rate of which rose from 11.5% in 1981 to 12% in 1982, and further ~ 
expansion of underemployment (which affects over 40% of the labour force) especially in— 
agricultural activities and the informal urban sector. 

In the formal sector, too, there were reductions in the number of jobs in industry (around 
2 000), in large-scale commerce, and of course in housing construction and public works. The level of 
employment remained unchanged or even increased slightly, however, in the electricity sector, in 
transport and communications, and even in the public service, where no jobs were eliminated in spite 
of the budget cuts. 

It is estimated that the employed population came to 2.3.million persons, two-third of them 
engaged in the agricultural sector, which, together with the urban informal sector, absorbs most of 
the labour, almost all of it unskilled. Even in the modern sector it is observed that nearly 75% of the 
workers in manufacturing are unskilled, as there are practically no training programmes. One of the 
great problems affecting Haiti is the shortage of skilled workers and middle management personnel. 


| 


| 


Table 6 
HAITI: MAIN INDICATORS OF ELECTRICITY GENERATION 
AND CONSUMPTION 
Millions of kWh Growth rates 


1978 1979 1980 1981 1982° LOTS 1980 1981 1982° 


Generation 2840. 322. 2 S56 8 Se 13.5 4.4 ae, 6.5 
Consumption” 209...%. DAL 3256 oa 262-— 22 e ass 6.2 2.3 4.6 
Commercial and industrial 133 154 156 152 153 15.8 13 -2.6 0.7 
Sugar industry 19 27 18 ii 6 42.1 =o-5 -61.2 -14.3 
Cement industry 16 iG, ak 23 20 18.8 2 oS -14.0 
Other 98 108 Ly, 122 127 10.2 8.3 43 41 
Residential 59 70 81 90 92 18.6 pF) ted 10.0 
Street lighting 8 8 9 8 2 - 125 -11.2 12.5 
Public and community services 9 9 10 12 13 - 11.1 20.0 8.3 


Source: ECLA, on the basis of figures supplied by Electricité d’ Haiti and the the Bank of the Republic of Haiti. 
"Preliminary figures. 
The difference between generation and consumption is due to losses and unrecorded consumption. 


3. The external sector 


In 1982 the external accounts continued to reflect an adverse situation, in spite of the relative 
improvement compared with the particularly difficult conditions of the previous year. The partial 
recovery in the terms of trade, together with the decline in imports due to the low level of economic 
activity, helped to reduce the trade deficit. The adjustment programme put into effect by the 
authorities aimed not only to reduce the fiscal deficit but also to improve the deteriorated external 
position of the country, although at the cost of the slowing down of the economy. The results were not 
altogether satisfactory, however, and for the third year running there was a loss of international 
reserves and shortage of foreign exchange, while the current account registered a deficit of the order 


= 1 1% of the gross domestic product, although this imbalance was, it is true, smaller than the year 
efore. 
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The unfavourable international economic situation continued to hinder productive activity. In 

an economy which has been opened up to the exterior in the past decade, the economic difficulties in 

the central countries have had immediate domestic repercussions. The feeble recovery shown by 
exports of goods in 1982 was wiped out by the decline in tourism and other services and also by the 

smaller inflow of official transfer payments and remittances by Haitians living abroad. 

s : 


a) Merchandise trade 


5 After the exceptionally large increase in 1980 and the sharp contraction in 1981, exports of 
goods increased by over 4% in 1982 asa result of a slight increase in the volume exported and a partial 
~ recovery of prices (see table 7). 

At the same time, the value of imports went down by one-fifth because of the drastic reduction 
of 16% in the volume imported, together with a 5% drop in prices, the latter event being a new 
feature in the country's external relations. As a result of the opposite movement of export and import 

_ prices, there was an improvement of 8.3% in the terms of trade, which had gone down so severely in 

1981, and the purchasing power of exports of goods went up by a similar percentage, while the 
purchasing power of exports of goods and services went up by 5% because the unit value of imports of 
services —unlike that of imports of goods— rose by rather more than 6%. 
i) Exports. The significant recovery in sales of coffee and bauxite, which had gone down 
markedly in 1981, particularly in the case of coffee, together with the rapid rise in exports of a 
considerable number of other goods of smaller relative importance, made up for the decline in 
external sales of manufactures from the free zone and the sharp reduction in exports of meat and 
cocoa, the final result being an increase of 4.4% in total exports of goods, thus recovering US$ 7 
million of the US$ 65 million lost in 1981 (see table 8). 
Even though exports of coffee increased by over 8% in 1982, their value still only came to 40% 
of that registered two years before. This increase was achieved through the bigger harvests and larger 
volume exported, together with an improvement in prices. In contrast, exports of cocoa and meat 
went down substantially, and it was necessary to import sugar: a product which Haiti normally 
exports. The decline of around 12% registered in exports of manufactures from the free zone, for its 
"part, is a reflection of the contraction in demand in the United States, which is the main destination 


for such goods. Exports of these products had already suffered stagnation in 1981. 
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ii) Imports. Imports of goods, which had shown an uneven but always upward trend since at 
least the early 1970s, suffered a reduction of about 20% in 1982 because of the smaller demand caused 
by the depressed level of economic activity, the restrictions and surcharges imposed on some of them 
(especially the least essential ones), and the drop in import prices. _ 

Unfortunately, no information is available on the performance of imports by product groups or — 
types; all that is known is that purchases of fuels continued to increase rapidly (see table 9). 


b) Services and factor payments 


In contrast with the trend followed by merchandise trade, the deficit on services continued to 
increase. A contributory factor in this was the loss of dynamism of tourism, since because of the 
smaller number of visitors foreign exchange earnings went down by 4% compared with 1981. It 


| 
Table 8 | 
| 


HAITI: EXPORTS OF GOODS, FOB 


Millions of ~ + Percentage 
dollars breakdown raw eee 

1980 1981 19827 1970 1982* 1979 1980 1981 1982" 

eee eee 

Total 215.8 150.4 157.0 100.0 100.0 -8.0 56.4 -30.3 4.4 
Main products 130.7. 262.7--<68.7 69.6 43.8 -264 -66.1 -52.0 9.6 
Coffee 90.9 53zl 35.9) 35.2 22.9.» -36.9» --131.3 29-636 8.5 
Cocoa and cocoa products 45 3.4 2.2 DA 1.4 -5.6 -33.8 -244 -353 
Sugar 6.4 - - eS =). =10-6 =S00es - - 
Sisal and sisal products 1.4 0.5 Ey 4.2 11 -156 -481 -643 340.0 
Essential oils 5.4 4.9 Di! 6.1 3.Giy);-227, 314280 -9.3 16.3 
Bauxite 19.6 16.6 214 13.0 13.6 4.7 tos ae peal bo 28.9 
Cement 0.7 - 0.1 - 0.1 -75.9 = = - 
Meat 1.8 4.2 1.7 1.1 et 825° 4198 193555" ae 
ke es of the free zone 54.7 54.8 48.3 650c, SOSA Sh eee 02 wees 
Other goods 30.4 32.9 40.0 23.9 25.4 be) 49.8 8.2 21.6 


Source: ECLA, on the basis of figures supplied by the General Customs Administration. 
“Preliminary figures. 


Table 9 
HAITI: IMPORTS OF GOODS, CIF 


Millions of Percentage 
dollars breakdown 


1980 1981 1982* 1970 1982 1979 1980 1981  1982* 


Growth rates 


Total 365.0 388.7 300.0 100.0 100.0 20.5 37.2 6.5 -22.0 
Foodstuffs, beverages and 

tobacco 62.1 65.5 ty 12 Es 2.6 Spee 5) ah 
Hydrocarbons 35.8 41.2 51.0 5.6 17.0 40.8 3.8 as | 23.8 
Oils and fats 24.4 25.8 s 6.7 oy 40.3 29.8 DEY: * 
Chemical products ; 29:9 SS or 10.4 2 18.9 25.6 5.4 
Manufactured articles 76.2 80.4 oy 17.7 =e 43.3 245 Die) 
Machinery and transport / 

equipment 87.3 92.1 z. 20.0 a 26.6 60.8 Das 
Miscellaneous manufactured 

articles® 31.9 Baa ‘s 214 i$. -12.6 58.7 5.6 

Other 17.4 18.5 Ne 7.0 = -12.0 31.8 6.3 


ENE ee 
Source: ECLA, on the basis of figures supplied by the General Customs Administration and the Bank of the Republic of Haiti 
Preliminary figures. 


Including manufactures of textiles, leather, rubber, wood, paper and metallic and non-metallic minerals. 


- ; ; 
Including clothing, footwe: é i i i i i ighti i 
: ing 8 ear, travel goods, furniture, professional instrument and sanitary, heating and lighting articles. 

Including non-edible raw materials. 
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should be noted that approximately half the tourists visit the country on cruises and only stay for a few 
hours. Furthermore, their number has been going down steadily since 1979 because Haiti has been 
left off the routes of several major shipping lines. As regards visitors entering the country by other 
means, mainly by air, their numbers have been variable, depending on their country of origin. 
___ Travel abroad by Haitian citizens virtually stagnated because of the shortage of foreign 
_ exchange, the unfavourable domestic economic situation, and the taxes on foreign travel which have 
_ been in force since 1981. Thus, the tourism flow again became positive and this activity continued to 
_ generate a substantial amount of foreign exchange. 
E Another important item within services was the outflow in respect of transport and insurance, 
which, although it had risen to considerable levels in the previous two years, went down significantly 
because of the smaller volume of transactions. As for external factor payments, these remained at the 
- level of recent years and continued to be relatively low compared with other countries. 
-- Finally, unrequited private transfer payments, which consist basically of remittances by Haitian 
~ nationals living abroad, went down by over 20% from the figure of US$ 65 million registered in 1981. 
“7 
¢) The current account position and its financing 
The reduction in the trade deficit, the slight variation in payments of profits and interest to the 
exterior, and the smaller income in respect of private transfer payments resulted in a 17% reduction 
to US$179 million of the big current account deficit registered the year before, which had 
_ represented 86% of exports of goods and services. In 1982, this proportion went down to 69% (see 
table 10). 
During the year, there was scarcely any increase in the net inflow of capital, while income in 
“respect of official transfer payments, which are an important source of funds for the country, went 
down and caused a drop of some US$ 13 million in the capital account surplus compared with the year 
before. The 1982 surplus of US$ 168 million, as in the previous two years, was not enough to cover 
the current account deficit and resulted in a drop of US$ 11 million in the international reserves, 
which have gone down by US$ 87 million over the last three years. The reserves reached their lowest 
level in April, when the liquidity problems were most acute; subsequently they made a gradual 
recovery and at the end of the year stood at approximately US$ 20 million. 

The available information on capital movements during the year indicates that there was a 
larger net inflow of long-term capital, especially in the case of that going to the private sector; that the 
inflow of short-term capital, including errors and omissions, went down, and that direct investment 
was less than in 1981. 


or 


d) The external public debt 


Although the private sector external debt followed an upward trend, the growth rate of the 
public external debt slowed down, since after increasing by 28% in 1981 it went up by only 10% in 
1982 to US$ 410 million. This increase was due to the bigger disbursements made by the central 
government, since the additional resources channelled to the public enterprises were only small. The 
financing obtained was in fact only half that disbursed the year before, in line with the strict policy of 
containing public expenditure followed this year (see table 11). . : 

The special circumstances of the country, on account of which the international community 
grants it concessionary financing, help to explain why the debt servicing burden is relatively low both 
compared with total exports and with the gross domestic product. 


4. Prices and wages 


After two years in which inflationary pressures had been heightened, these weakened somewhat and 
permitted relative stability of prices. Thus, the average growth rate of consumer prices came to only 
2.7%. Indeed, there was even a decline if the variation at September is compared with the same 
month in 1981 (see table 12). It should be noted that the consumer price index in Haiti is extremely 
erratic because of the important role played in the “shopping basket ” by agricultural products, which 
often register sharp price fluctuations from one month to another. In spite of these variations, 
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icial sector® : 49 pki 
Doan received 45 43 45 49 50 ’ ¥ 
Amortization payments -2 3 23; shyvatt 


Commercial banks = = - ’ — be 
Loans received - = = - % 
Amortization payments - = = 


Other sectors‘ 20 they 5 oe 19 
Loans received 26 17 10 9 a ho) 
Amortization payments -6 -6 -5 = = 
Short-term capital = 3 -1 -18 ig 
Official sector : - - 1 2 : Z 
Commercial banks -1 3 -2 -20 
Other sectors - - - - ts 
Errors and omissions -19 9 4 23 34 
Global balance® 3 12 15 -29 .-34 
Total variation in reserves ei er 24 6 50 WL 
(minus sign indicates an increase) 
Monetary gold - - -5 -4 2 x4 
Special Drawing Rights = 3, -2 4 3 oa 
IMF reserve position - 3 =) 6 - 2 
Foreign exchange assets -8 - -11 22 i os 
Other assets - . 3 = z 7 
Use made of IMF credit -5 - -2 3 30 ‘J 


Source: 1977-1981: International Monetary Fund; 1982: Bank of the Republic of Haiti. 
Preliminary figures. 
Real services also include other official and private transactions, but not factor services. 
“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 
“The global balance is the sum of the balance on current account and the balance on capital account. The difference between the 
total variation in reserves (of opposite sign) and the global balance represent the value of counterpart items: monetization of — : 
gold, allocation or settlement of Special Drawing. 
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Table 12 
HAITI: CONSUMER PRICE INDEXES 


1977 1978 1979 1980 
g Variation from September to September 
Consumer price index 5.0 2.3 18.6 9.5 
Food 8.1 -2.0 26.4 13.9 
= Variation between annual averages (fiscal years) 
Consumer price index 74 -2.9 a7 18.1 
Food 1B: -6.6 Bye 26.8 


Source: ECLA, on the basis of figures supplied by the Bank of the Republic of Haiti. 


Table 13 
HAITI: EVOLUTION OF WAGES AND SALARIES 
1979 1980 1981 


Indexes (1977 = 100) 
Wages and salaries” 
Nominal 123.0 169.2 203.1 
Real 115.5 136.6 139.3 


Growth rates 


Wages and salaries” 
Nominal Bs - 37.6 20.0 
a Real -8.8 18.3 2.0 


"1981 


1982° 


203.1 
135.7 


-2.6 


- Source: ECLA, on the basis of figures supplied by the Bank of the Republic of Haiti and the Haitian Statistical Institute. 


ee nary figures, 
Minimum wages paid in industrial enterprises. 
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however, a marked downward trend is to be observed in food prices, ss as — er pie 
averages and between the ends of corresponding periods, attr ibutable both to aie mere een 
the increase in the supply of certain agricultural products, as well as the drop in the prices of importe 
ec wage increase granted by industrial firms was in October 1980. The purchasing power 
of workers improved slightly in 1981, and went down in 1982 to the extent that done prices 
This indicator is not very significant, however, because of the small size of the formal sector (s ee 


table 13). 
5. Monetary and fiscal policy 


a) Monetary policy a 
The monetary situation remained sunk in the same difficulties as the year before. Outstanding at 
among these was the shortage of foreign exchange, as a result of which the dollar ceased to circulate | 
with its traditional fluidity. Indeed, in the case of some unofficial operations a parallel market even 
arose for the dollar where the exchange rate was ‘up to 10% higher: a distortion which seems” | 
extraordinary in the case of Haiti, where monetary and financial policy has remained unchanged, on | 
the basis of exchange freedom and a fixed exchange rate, for over 60 years. ; 
With the decline in the circulation of dollars, the Central Bank made up for them with a larger 
issue of gourde banknotes, so that the currency outside banks increased by close to 22% during the 
year. On the other hand, as a reflection of the evolution of economic activity in the modern sectors of 
the country, current account deposits increased by close to 9%, so that the total increase in means of | 
payment was 15% less than in 1981, although this did not reflect the application of a restrictive 
monetary policy (see table 14). bebe 
Another of the distortions shown by the financial system was the way in which it remained 
subject to the effects of fiscal imbalances. In spite of the strict measures to contain government 
expenditure from May onwards and the limits already referred to on the financing of the public 
sector, the Government continued to absorb a substantial proportion of credit. Domestic credit grew 
by almost 119%, which represents a slackening compared with the previous year, but it was the public 


Table 14 
HAITI: MONETARY BALANCE 


i 


Balance at end of 
September of each year Growth rates 
(millions of gourdes) 


1980 1981 1982° 1979 1980 1981 1982° 


Money 681 827 949 22.0 11.1 21.4 14.8 
Currency outside banks 347 400 486 27.8 -0.3 15el 217, 
Demand deposits 334 427 463 D2 26.3 27.8 8.5 

Factors of expansion 27239 2 490 2 730 B79 15.8 I ha 9.6 
Foreign assets (net) 149 -10 -33 70.8 -24.6 
Domestic credit 2 090 2 500 2 763 16.7 20.2 19.6 10.5 

Government (net) 768 1 085 1299 33.2 Ee rs 41.2 19.7 
Official entities 265 229) 287 15.4 -2.0 -13.6 22 
Private sector 1 057 1 186 Lei77 15.6 11.0 12.2 -0.8 
ar of absorption 1 558 1 663 1 781 16.0 17.9 6.7 F1 
uasi-money (savings and 
time deposits) 929 999 1 078 12.6 25.0 VES TS 
Long-term foreign borrowing 440 491 532 34.5, -4.0 11.6 8.4 
Other items (net) 189 173 171 -13.0 D719 -8.5 -1.2 


Source: ECLA, on the basis of figures supplied by the Bank of the Republic of Haiti. 
“Preliminary figures. 


Does not include interbank transactions. 
“Includes allocations of Special Drawing Rights and allocation from the IMF trust fund. 
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: atities which, after having relied mainly on external financing the year before, absorbed most 
domestic resources in 1982. All this reduced the private sector's possibilities of access to credit, which 
contracted in real terms, thus explaining why this sector had greater recourse to external financing. 
__ All activities were affected by the substantial decline in the amount of credit granted by 
mmercial banks, especially in the case of credit for consumption, which went down by one-third 
out the total amount of financing received by the assembly industries not only did not go down but 
even registered a slight increase. Industry continued to absorb most of the financial resources (48%), 
osely followed by commerce (38%). The absence of credit from the commercial banks for 
riculture is worthy of attention; only the modern sector of agriculture receives assistance from the 
Institute of Agricultural and Industrial Development (IDAI). 
g To sum up, domestic credit increased by 8% in real terms, compared with approximately 1% in 
4 981. The reduction in the net international reserves did very little to alter this situation; altogether, 
oa e factors of expansion showed an increase in real terms of over 6%, thus increasing the degree of 
financial intermediation of the banking system, although this was still based on larger financing to 
the public sector. 
a Finally, it was the factors of absorption which showed least dynamism (an increase of 7%), 
_ although in real terms this represented an advance compared with the contraction registered in 1981. 
Throughout the period, interest rates remained unchanged at high levels which were competitive 
_with the exterior, reaching a maximum of 18%. Since the flight of capital registered the year before 
_ Was not repeated in 1982, procurement of savings and time deposits increased by close to 8%. 
bb) Fiscal policy 


The correction of the big fiscal deficit suffered in 1981 (close to 10% of the gross domestic 
product) adversely affected the level of public expenditure, including investment, and this had direct 
“repercussions on economic activity in general. There were various causes for the increased fiscal 
imbalance in that year, outstanding among them being the drastic fall in export income due mainly to 
the decline in the price of coffee exports to one-third of their former level. It should be noted that tax 
income comes mainly from customs duties, which went down by almost a quarter in 1981. The 
persistence of a number of items of extrabudgetary expenditure gave rise to lack of control over 
* spending, in addition to the rather liberal policy followed as regards current expenditure. Finally, the 
~ growing financial outlays connected with the amortization of the public debt also had effects tending 
* in the same direction. It should be noted, however, that public investment remained low during that 
ear. 
; In view of this situation, various measures were taken in 1982 to adjust the public finances. 
Outstanding among them was the campaign against smuggling, whose results in terms of customs 
revenue, however, were not as favourable as expected, because of the drop in external trade flows, 
since this revenue went down by 9%. In contrast, internal revenue went up substantially (25%) 
because of the authorities’ interest in basing fiscal revenue on this type of taxation rather than on 
customs duties. The changes made in 1981, among them the placing under stricter official control of 
the tobacco and match monopoly (Régie du Tabac et des Allumettes), were important in this respect. 
These efforts culminated, as already noted, with the introduction of the general sales tax which 
replaced other separate specific taxes and came into effect in November 1982, when the fiscal year 
under review was already over. These changes have mainly affected indirect taxes. Altogether, in 
1982 the Government received current income amounting to 822 million gourdes, 25% more than in 
1981, so that the fiscal burden increased from 8.3% in 1981 to 10% in 1982 (see table 15). 

On the expenditure side, there was a sharp drop in current expenditure from May onwards, so 
that the growth rate of this item dropped from the 33% registered in 1980 and 1981 to only 3% in 
1982. Capital expenditure remained practically unchanged because of an appreciable drop of 13% in 
real investment. In spite of the increase provided for in the development budget (expenditure of 
144 million gourdes), not enough counterpart funds were available for the development projects. In 
addition, there was a decline in the amount of donations from abroad and a reduction in the 
preferential credit granted by specialized departments of foreign governments and by international 
agencies participating in the development projects. — . | 

A larger proportion of the inflow of external capital than in previous years had to be allocated to 
debt amortization, which increased very greatly in 1982 (73%). 
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The absence of any major ee in capital expenditure and the slight increase in cee ( 
expenditure meant that total expenditure grew by barely 1.5 %, leading to a significant decrease in the 
fiscal deficit after several years of rapid and continual increase. Thus, the fiscal deficit as a proportion 
of the gross domestic product declined from approximately 10% in 1981 to 7.7% during the year 
under review. 

In the financing of the deficit, there was a slight decrease in the use of funds of external origi 1, 
due to the smaller inflow of donations, and an appreciable reduction of close to didi in domestic 
financing for this purpose. 
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HONDURAS 


1. Recent economic trends: Introduction and summary 


*The symptoms of slackening dynamism already perceived in the economy of Honduras since 1980 
culminated in 1981 in the stagnation of the economic growth rate and in 1982 in an actual reduction of 
1% in the gross domestic product. This decline was widespread throughout the system of production 
(except for agriculture and the generation of electric power) and adversely affected the levels of 
employment and income achieved in the second half of the previous decade. In 1982, the per capita 
_ product went down by 4%, making a cumulative deterioration of 8% over the last three years (see 
table 1 and figure 1). 

Z In order to appreciate the phenomena conditioning the evolution of the economy of Honduras 
in 1982, brief reference should be made to some trends which began in the previous two years. This 
period marked the termination of the cycle of rapid growth experienced between 1976 and 1979, 
which had been propelled by the boom in the export sector and, to a certain extent, by the access to 
external financing which made it possible to expand the action of the public sector beyond the 
structural limitations of the economy, and especially those imposed by a highly vulnerable external 
sector. Thus, in the last two years the combined effect of the deterioration (with varying degrees of 
intensity) in the volume and unit prices of external sales brought about a drop of almost 20% in the 
current value of exports of goods, with consequent repercussions on the gross national income, which 
fell by close to 4% over that period. 

Already in 1981 the economic situation of Honduras was showing serious imbalances in the 
financial area —both at the domestic and external level— while in the sphere of real activities a 
gradual deterioration was observed which led to the stagnation of economic activity and hence the 
aggravation of the indexes of underemployment and unemployment. 

These imbalances were to be seen in the balance-of-payments current account deficit, which 
was equivalent on average to a little over 12.5% of the gross domestic product in 1980 and 1981, and 
in growing disparity between public sector income and expenditure: the central government deficit 
alone came to represent the equivalent of almost 10% of the gross domestic product in 1981. In order 
to cover these two deficits, the Government had increasing recourse to external credit, sometimes on 
unfavourable terms as regards maturity and interest rates.’ 

Efforts were already begun in mid-1981 to adapt the economy to the new conditions prevailing 
in the international context, within the framework of the commitments previously entered into with 
the International Monetary Fund, with which an Extended Facility agreement had been in effect since 
1979. This agreement provided for reduction of the fiscal deficit, control of the growth of domestic 
credit —especially that to the public sector— and the continuation of a policy aimed at encouraging 
net inflows of long-term capital. Despite the application in the second half of 1981 of some measures 
to raise the level of taxation, however, fiscal revenue went down as a result of the slackening of 
economic activity. Because of this and of the pressures to maintain and even raise public spending, the 
Government was not able to comply with the targets of the programme agreed with IMF for the 
reduction of the fiscal deficit, and disbursements were therefore suspended during the second half of 
1981. At the same time, because of the growing financial restrictions of domestic and external origin, 
the Government was obliged to suspend amortization payments on part of the external debt 
contracted by a number of quasi-autonomous bodies, including in particular the National Investment 
Corporation (CONADI). Because of this virtual unilateral moratorium (payments of interest on the 
external debt and amortization payments on the debt with bilateral and multilateral official sources 
continued to be made) and the suspension of the IMF Extended Facility agreement, the Government 


experienced increasing difficulty in obtaining additional external financing. 
1See the section on Honduras in Economic Survey of Latin America, 1981. 
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The consequences of all these phenomena began to show themselves in 1982, and also coir cic . 
with the change of administration at the end of January in that year. The adverse factors inherited 
the new Government included the growing imbalances already referred to and, in general, the 
difficulties which any small agricultural exporting economy has to face as a result of the world 
recession; the unsatisfactory situation with the international financial community, due to the abov e- 
mentioned interruption in the disbursement of compensatory financing; and the growing financi 1 
burden resulting from the short-term indebtedness contracted in previous years. There were al 
some encouraging signs, however, such as the atmosphere of new hope generated by the installatio 
of the first civilian government since the 1960s, after a peaceful and orderly electoral process, and the 


generalized confidence that this change would enable the country to mobilize wide support from th a 


international financial community. — 
It was precisely against the background of these expectations that the new authorities began a 


programme aimed at reducing the internal and external imbalances so often mentioned, without 
giving rise to excessive social costs. In other words, it was believed that if measures were taken to | 


3 ; oe : a 
adjust to the depressed performance of the international economy, sufficient external aid could be 


obtained to reduce the negative effects of such measures on economic activity andemployment. With | 
this in mind, a set of measures were taken whose central characteristics and results are briefly — 


analysed below. 

As regards fiscal policy, the rates of income and sales tax were raised at the end of 1981, and in 
mid-1982 a 20% surcharge was applied to most exports, while there were substantial increases in 
some selective consumption taxes, such as that on the use of automobiles. An austerity spending 
policy was also followed. Thus, the filling of vacant posts was suspended and public sector wages were 
maintained at the level of the year before, while extremely strict and selective criteria were applied to 
the remaining expenditures. Although these measures did slow down the growth of the fiscal deficit, 
they did not —as had been hoped— succeed in substantially reducing it, mainly because of the 
deterioration in revenue from taxes on external trade and the pressure exerted by the debt servicing 
on public spending. 

Thus, the leeway for managing public spending was limited, as already noted, by the effects of 
the recession, which led to a smaller inflow of fiscal resources —the decline in these would have been 
even greater if the tax measures already referred to had not been taken— and the resurgence of 
financial imbalances due to earlier events. Consequently, in spite of the efforts made, the fiscal deficit 
rose from the equivalent of 69% of current income in 1981 to 76% in 1982, while as a proportion of 
the gross domestic product it increased from 9.6% to 10.2% between these two years. 

Moreover, although the action of public development institutions in recent years made it 
possible to expand production capacity in certain fields (such as sugar and cement), the financial 
deterioration observed in many of these institutions —due, iter alia, to difficulties of organization 
and management and problems in the recovery of loan portfolios— contributed to the further 
aggravation of the financial imbalances which already affected the public sector in 1981. Thus, in 1982 
the central government had to absorb a number of outstanding debts which it had backed (especially 
those of the National Investment Corporation) and to incorporate them in the package it was 
renegotiating with external creditors. 

The budget restrictions did not seriously affect the continuity of investment in large projects 
such as the “El Cajén” hydroelectric plant and the Olancho lumbering complex, which have external 
financial support. There were, however, delays in the execution of these projects, which were 
designed to propel the economy in the future. 

In general terms, there was an aggravation in 1982 of the financial imbalances of most public 
enterprises, which led, on the one hand, to the weakening of promotion activities and, as part of the 
corrective policies undertaken, the far-reaching review of the operations of some institutions such as 
CONADI, and on the other hand to increases in the charges made by non-financial enterprises for 
services provided for the community. 

As regards credit policy, ceilings were placed on the support provided by the banking system to 
the public sector, inan effort to channel such assistance primarily to productive activities. Even so, the 
financing provided by the Central Bank to the public sector exceeded the original targets because of 
the growing deficits accumulated in the course of 1982. Towards the end of the year, the authorities 
selectively reduced the interest rates on loans because it had not been possible to carry out the 
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_ Rate of unemployment® : Ze a . 14.4 19.3 20.6 
_ Current income of government 31.4 7.8 16.7 20.1 -2.3 2.1 
_ Total expenditure of government 28.0 22.4 8.3 35.8 1.6 6.2 
Fiscal deficit/total expenditure 
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C. External sector 
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Source: ECLA, on the basis of official data. 
“Preliminary figures. 

Gross domestic product plus terms-of-trade effect. 
“Percentage. 

“Total medium and long-term external debt. 


_ previous credit policy in view of the generalized sluggishness of the economic system, which meant 
that the demand for credit was very slack. 
As far as policies to promote productive activities are concerned, it may be noted that during 
1982 the public sector showed continued concern for the performance of domestic food supply. In 
this connection, it took a number of measures to support the production of basic grains, through 
“incentives provided by higher guaranteed prices and the strengthening of the credit, marketing and 


technical assistance institutions. Thus, the fact that the 1981 levels of grain production were 


& . . . 
maintained obviated the greater inflationary pressures which might have arisen as a result of the 


shortage of food —as had occurred in 1980— while they also helped to prevent the levels of 
consumption of these products from going down too drastically. 

| In the area of prices and wages policy, vatious scales of charges were raised during the year, 
especially in view of the financial imbalances of most of the public enterprises providing services. 
_ These measures, together with increases in the prices of some scarce articles and industrial inputs, ran 


¢ “3 397 


a “S : ~~ tives 72 :‘ =n i ax b a 4 4 pestered ek 
‘4 7 +s 24" we a See Pre 25 5% ; > sane 
Cpr [etege betelen Tho fete Conmimer pelges?.siss «3s si eae ia ial 
= ste 2 > ~ie'y = ia Sea ES Cee 
mS < 
is ‘= q 
y reas raiis 
aor it 
Trade balance 
Netfactor / 
| payments i} 
7 
| Balance on current ne YZ 
account© 
1970 71 72 73 s74anSenu6 walldoa Sul oue Oeeniomnne 
Source: ECLA, on the basis of official data. 
4Annual growth rate. 
bPercentage variation, December-December. 
CMillions of dollars. 
398 


| 15uam 


es re 


HONDURAS 


er to the efforts made to contain inflation —as for example, in the case of the consumer price of 
basic foods— and resulted in a rise of 9% in prices, which was similar on average to that 
led in 1981. As regards wages, there was a generalized freeze, as well as that in the public sector. 
naturally meant a deterioration in the real purchasing power of wages, with a consequent impact 
evels of consumption. > 
; In external trade, the efforts of the Government were concentrated on keeping external 
chases down to what was strictly necessary, through a system of priorities in the allocation of 
ign exchange. These measures, together with the contraction in total demand, led to a substantial 
ne in imports, which helped in turn to keep the trade deficit down to only US$ 46 million, ie., 
out a quarter of that registered the year before. This reduction in the deficit was achieved in spite of 
the considerable deterioration suffered for the second year running in the value of exports (-6% 
and Bld %, respectively) and in the terms of trade (-13% and 0%). It may be noted that there was a 
drop in sales both to the rest of Central America and to markets outside the region. 
4 The balance-of-payments current account registered a large deficit (although less than in 1981) 
yecause of the heavy extenal debt servicing burden. Factor payments rose from US$ 153 million in 
81 to over US$ 200 million, while the servicing of the external debt absorbed 36% of the foreign 
change generated by exports of goods and services. This high proportion, which reflects both the 
_ rising burden due to the external debt and the pronounced drop in exports, obliged the authorities to 
_begin negotiations with their creditors to restructure part of their external commitments. 
‘a The Government's hopes of being able to enjoy an ample flow of finance were frustrated during 
the year under consideration. Notwithstanding an increase in the level of official bilateral co- 
“operation from the United States Government under the “Caribbean Project”, Honduras had 
difficulty in mobilizing multilateral official financing —at least in the amounts originally planned— 
and encountered even greater obstables in obtaining private external financing. In the middle of the 
"year a major effort was begun to renew an agreement with the International Monetary Fund, and 
towards the end of 1982 a stand-by credit agreement was signed, the first disbursement under which 
took place before the end of the year. During the second half of the year progress was also made in the 
negotiations to restructure part of the external public debt with private creditors, for an amount of 
approximately US$ 230 million. Although these negotiations were at an advanced stage by the end of 
_ the year, however, it was not possible to complete them until the first quarter of 1983. Altogether, the 
Jevel of net external financing went down from US$ 264 million in 1981 to less than US$ 150 million 
- in 1982, which was not enough to cover the balance-of-payments current account deficit. 
Consequently, it was necessary to have recourse to the international reserves, which suffered a 
marked drop for the third year running, this time of almost US$ 90 million. A contributory factor in 
this continued to be the flight of local capital for both economic reasons —among them the fear of a 
future variation in the exchange rate of the lempira— and non-economic causes such as the political 
unrest in neighbouring countries, which had some indirect effect in Honduras. The shortage of 
foreign exchange, already observed in 1981, grew more pronounced and led to an increase in activities 
on the small parallel market which had already begun in 1981. 

To sum up, the external sector was responsible during 1982 for the main depressive factors 
which played a part in the contraction of economic activity in the country and aggravated the financial 
imbalances persisting from previous years. Public expenditure, which was restricted by limitations in 
government finances in spite of the efforts made to overcome them, was insufficient to offset the 
recessive trends visible in almost all sectors of the economy. Ultimately, since the burden of the public 
debt represents one of the greatest obstacles to the smooth mobilization of external resources, the 
reactivation of the economy will depend largely on the recovery of international trade and the 
renegotiation of financial commitments. 


2. Trends in economic activity 


a) Global supply and demand trends 


The total supply of goods and services went down by 6% in 1982, due mainly to a sharp 
reduction in imports (-24%), which continued their downward trend already observed the previous 
year. This contraction in imports was due to various factors, connected mainly witha decline in total 
demand and the scarcity of foreign exchange. Domestic economic activity for its part, as already 
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noted, went down by 1% after having stagnated in 1981. Consequently, the import coefficient, whic 
had amounted to 30% two years before, went down to 20% in constant terms (see table 2). =| 

On the demand side, both domestic and external demand encountered obstacles which ffected | 
the growth of the main aggregates. The volume of exports whent down by 15 %, thus following he 
downward trend begun in 1980. ? The international situation gave rise to depressive elements whic 
affected sales of the main Honduran products, so that in the case of some items such as coffee the | 
increase in production helped to raise stocks considerably. eet 

Domestic demand also went down for the second year running (around -3% in 1981 and -4% in 
1982). A major element in this was the decline of 20% in gross domestic investment, together nis] 
virtual stagnation of consumption. The first of these factors was the result of two elements which — 
operated simultaneously and mutually reinforced each other in the crisis: on the one hand, there was _ 
the alredy mentioned weakness of public expenditure due to the financial imbalances which arose © 
once again in 1982, while on the other hand there was the continued sluggishness of private activity _ 
which reflected the reluctance to expand the production system, partly because the recession had led 
to substantial levels of idle capacity, especially in the manufacturing sector. Altogether, gross fixed 
investment went down by 16%, which was similar to the 15% decline registered the year before. — 
Within this investment, there were declines in construction and especially in the acquisition of — 
machinery and equipment, with the figures going down for the second year running (-4% and -25%, 
respectively, compared with -8% and -22% in 1981). ~ =| 

It may be noted that in addition to the financial restrictions suffered by the new administration, | 
there was a weakening of the demand arising from the execution of some big projects. Now that much — 
of the infrastructural work (roads, electrification, etc.) has been completed for projects such as the | 
Olancho lumbering complex, and with the reorientation of the activities of the rural settlement 
agencies from big concentrated investments such as those in the Aguan Valley to various small 
projects, there is no immediate prospect of other programmes which will have such major effects on 
income and employment as these. 


Table 2 
HONDURAS: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage G h 
at 1970 prices breakdown eb Gri Bae 
1980 1981 1982* 1970 1980 19827 1979 1980 1981 1982* 
Total supply 1713 1668 1569 129.6 130.0 120.3 7.8 3.0 \...-2.6,., 5a 
Gross domestic product 
at market prices 1317 1318 1305 1000 100.0 100.0 6.8 2.8 0.1 -1.0 
Imports of goods and 
services 396° 350 «66264 29.6 30.0 20.3 11.5 3.7 -11.5 5-249 
Total demand 1713 1668 1569 129.6 130.0 120.3 7.8 3.0 -2.6 -5.9 
Domestic demand 1396 1347 1294 105.8 105.9 99.3 4.4 5.5 9-34 5 35m 
Gross domestic investment 329 289 23 1k 20:9 e225 Ove 9.0 47 -12.1 -203 
Gross fixed investment 308 261 219 518.97 wesS setae 5.2 8.1 ..-15.1.}-164 
Contruction 149 = 137 131 98-113, F100 iz 67 -78 -43 
Machinery 159 =: 124 88 8.8 12.1 6.8 3.4 93° -20-:9" =292 
Changes in stocks 21 28 12 24 1.6 0.9 
Total consumption 1067 1058 1063 849 809 81.6 3.1 5.7 -0.8 0.6 
General government 185 191 187) 3:5! *y141 84S 5.4 8.4 3.2. y 2d 
Private 882 867 876 734 668 67.3 2.6 5.2 -1.6 1.2 
Exports, of goods and 
services 317 321 275 238. 24). Cay ree oe 12 -145 


Source: ECLA estimates. 
“Preliminary figures. 


b 5 A 
The figures on imports and exports of goods and services were taken from balance-of-payments data expresed in dollars at 
current prices, which were converted to constant 1970 values using price indexes calculated by ECLA for the purpose. 


pean, ae the export component of the gross domestic product went down from 28% in 1979 to 25% in 1980 and 1981 and 
® in : 
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seul 
BOS : vs * 
Barua. pen iion nf he. 
mee eles (Chieiieh: the ~. : ve. 4.7 
> Spee ene OME EL i OPE Sb a ee eee aust? 
- rite \F PAD f ft p25 er) 26 1.4 : all Foe 19/2) 2 <1-0:0 = 2.8 
, Storage and . . . 
Die eOO Ges BRL GRO ai TG oi TE 4 ATT cx = 26 hacia 
482 487 #5>480 37.5 40.5 40.8 7.1 1.8 15  -1.4 


Pin mviel e216). AS 185. 18.5 Tal, 2.6 O65) 1-9 
87 86 86 7.2 ie ihe: 4.6 Dia e-Oal - 


al services L77' 182 LIDS SEMA 9 15:2 TA -0.8 29S 

rnment services == (54) ~—(57) (56) P2034), NGS) 0 44.8). 22) 3.6) = (47) BER) 

ce: ECLA, on the basis of figures supplied by the Central Bank of Honduras, except for the manufacturing sector and its 
incidence in the total, which were estimated on the basis of data supply by CONSUPLANE. ' 

Preliminary figures. 

As the individual activities and the total were calculated independently, the sum of the former does not correspond exactly 


with the latter. 
These growth rates differ from those given in tables 1 and 2 because they measure different concepts of the products: here at 


factor cost instead of at market prices. 
‘Includes restaurants and hotels and business services. 


For their part, stocks tended to go down as a result of two opposite movements. On the one 

hand, stocks went down in commerce and the industrial sector because of the difficulties in making 

imports, but on the other hand certain export sectors such as coffee and sugar increased their stocks 

because of the limited external demand. 

: The depressive tendencies of the economy as a whole had repercussions on levels of global 

- consumption, since public consumption went down by 2%, while that of the private sector grew by 

_ barely 1%. Contributory factors in this were the reduction of personnel in the government sector and 

" private enterprise and the freezing of nominal minimal wages, as well as the repercussions of the 
increases in the prices of mass consumption goods. The consumption of basic grains was not affected 

_ by this contraction, since there was an abundant supply of these which even made it possible to export 

a certain amount, thanks to the new authorities’ policy of giving priority to food production. 

= 

b) Evolution of the main sectors 

pd 4 

- Except in the case of agriculture and basic electricity, gas and water services, which grew by 2% 
and 3% respectively, the other sectors all declined during 1982. Particularly noteworthy, because of 

their relative importance in the structure of the gross domestic product, were the drops in 

_ manufacturing (-3%) and construction (-4%) in the goods-producing sectors and the 2% decline in 
transport, storage and communications in the basic services sector. Commerce, which had 

traditionally shown greater relative dynamism in the different economic situations of the past, has 
registered a decliné in the last two years which to some extent reflects the new circumstances 
prevailing in the economy, especially the restrictions on the acquisition of goods from abroad 


(see table 3). 
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i) Agriculture. The 2% growth in the agricultural added value represented a corel any wa 
relatively similar to that of the year before (1%), but below the growth rate of the popu ation. 
higher production achieved in 1982 both for domestic consumption and for export was due ape 
the relatively normal climatic conditions 3 and the effects of the official support policy for the secto: | 

i in the area of basic grains. : 
es in the case of ee there was an appreciale improvement in the production of expo 
crops (see table 4). Production of bananas, which are the main export item, recovered significant 
from the low levels of 1980 and 1981 thanks to both the stability of prices and demand in world 
market for this product and the favourable weather conditions. This crop continued to be affected q 
the black sigatoka disease, however, especially on the plantations of small and medium-siz 
producers, where the low technological level characteristics of this type of enterprise made it difficult f 
to control. Although its impact on recent production has not been very serious, the danger that it may | 


spread remains. 


Table 4 
HONDURAS: INDICATORS OF AGRICULTURE PRODUCTION 


. 4 Growth rates” 
1979 1980 1981 1982 O75 og0.—-1981.—«:1982"' 


Production of the main crops” 


For export 
Bananas 1273 232" = 160808 *1"200 Bi 23.2) 21235 114 
Coffee v2 66 71 74 VED) -8.3 7.0 5.0 } 
Sugar cane 2.069.122! 526.032, 686.992 1839 2.4 22a 6.3 Daf | 
Cotton il 9 Ts mre S(T. 18.9 -18.2 -9.7 
Tobacco as 10 11 11 a nif 9.3 3.3} 

For domestic consumption 
Maize 373 361 439 450 Y/S) -3.2 215 2.6 : 
Beans 39 36 38 39s 521 132 -8.7 6.4 2.4 } 
Rice 30 36 37 41 -7.7 20.0 2) 12.0 | 
Yuca as 54 56 SW = " SPO! 2.3 } 
Plantains ~ 93, 102 105 dis = 10.0 2.9 ! 
Africa palm 63 99 118 132 8.6 Syed 19.8 11.9 } 

Indicators of stock-raising 

production 

Stock? 

Cattle P5526 9 2357 Oe = : 0.2 0.9 
Pigs 701 703 706 ae 0.4 0.4 0.4 
Sheep and goats 24 24 24 “ws -1.2 -1.2 -1.2 

Slaughtering® 
Cattle 49 62 60 58 6.5 6.1 -4.5 -2.4 
Pigs 9 10 10 11 : 9.8 3.0 29 
Poultry 9 9 10 11 14.5 8.0 9.6 8.7 

Other products 
Milk 229 238 246 255 3.2 3.5 3.5 3.6 
Eges’ 13 14 14 15. -27.0 4.6 2.9 3.5 


Source: ECLA, on the basis of data supplied by the Central Bank of Honduras and CONSUPLANE. 
“Preliminary figures. 

’The growth rates correspond to real, not rounded, figures. 

“Thousands of tons. 

“Thousands of head. 

*Millions of litres. 

Millions of dozen. 


3In some areas of the country there were some irregularities in rainfall which did not, however, cause substantial losses 
in production at the national level. This was so in the Southern region, where there was flooding in May, and subsequently a 
drought. 
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offee production registered a substantial increase (5%) thanks to the higher productivity 

ed through technical advances in cultivation and the renewal of coffee plantations undertaken 
ae before. The situation as regards the cultivation and production of coffee is far from 
Pe 0-2 boom, however, since the profitability of this crop for producers has deteriorated 
ase | he international price of coffee has been depressed since 1980, Honduras has been assigned a 
ler export quota by the International Coffee Organization, and the costs of combating the coffee 
ist disease have represented a growing burden. 
5 Production of sugar cane and cotton face similar problems. The area of sugar cane grown has 
anded steadily in recent years and the industrial processing capacity has recently grown at a 
ilar rate. The international prices of sugar have been going down since the end of 1980, however, 
this, together with the smaller import quota assigned to the country by the United States, has led 
) the accumulation of substantial stocks estimated at 40 000 tons in 1982. As in the case of coffee, the 
‘critical financial position of the sugar sector has led to a search for new markets and made necessary 
government subsidies (through the working capital financing fund). 

___ In view of the high costs involved in the cultivation of cotton, the drop in international prices 
as discouraged the growing of this crop, which began to be exported in the 1970s. Production 
herefore went down for the second year running (-18% in 1981 and -10% in 1982). 
Production for domestic consumption (mainly of basic grains) remained at a reasonale level as a 
aa of the Government support policy and the relatively favourable weather conditions. The maize 
“harvest was up to the 1981 level, thus making available some surpluses for export within the Central 

American area. There were significant increases in the production of beans and rice, especially in the 
“case of the latter. All these results clearly reflected the rise in guaranteed prices for the 1981/1982 

‘season, the progress made by the Honduran Agricultural Marketing Institute in its efforts to stabilize 

the supply and marketing of basic grains, the credit support policy of the Agricultural Development 

‘Bank (BANADESA), and the rediscounting policy followed by the Central Bank. 

Although the occupation of land diminished in 1982, there is still strong pressure on this 
resource. According to information supplied by the National Agrarian Institute (INA), up to that year 
over 500 peasant groups had registered applications for approximately 79 000 hectares of land. 
Although the INA was in the process of administrative reorganization and redefinition of its 

objectives, it directed its action towards containing such pressures. In 1982, cons iderable progress was 
‘made in the allocation and adjudication of land, and nearly 17 000 hectares was divided up among 
- 3500 families. The reorganization of INA provided for a reformulation of its functions. Thus, two 
main lines of work were laid down for it: i) to place emphasis on the reorientation of project 
promotion policy so as to favour those ona smaller scale, stressing also the process of consolidation of 
the reformed sector by the provision of technical assistance and the reorganization of producers, and 

ii) to provide producers with ownership deeds in order to bring them into the official and private 

credit scheme. Within this context, 113 deeds in respect of a total of more than 3 000 hectares of land 

were given to peasant groups and family units in 1982. 

ii) Manufacturing. Over the last two years the rate of activity in manufacturing has undergone 
a decline which has brought it back to the level of 1979. Thus, whereas during the 1980 economic 
boom manufacturing grew substantially (7%) in 1981 and 1982 it shrank by 2% and 3% respectively 
(see table 5). 

This sector has undoubtedly been affected by the contraction of domestic demand in the last two 
years, which reflects the decline in the population's income. Furthermore, the generalized crisis 
affecting the Central American countries has reduced demand for Honduran manufactures on the 
part of countries in the area with which Honduras has integration arrangements. Consequently, the 
branches of industry which are oriented to a considerable degree towards this market have markedly 
increased their proportion of idle capacity. Moreover, in view of the low level of vertical integration 
of manufacturing except in the case of certain traditional consumer goods branches, the scarcity of 
foreign exchange for the purchase of imported imports and the difficult administrative formalities 
for obtaining such foreign exchange have also helped to check industrial growth. 

The scanty information available for this sector indicates that traditional manufactures were 
the branch most seriously affected by the drop in domestic demand. Production of processed 
foodstuffs, for example, registered volumes 15% below those of 1980. It should be noted that some 
firms producing juices, canned foods and concentrates sell a substantial proportion of their 


production on the Central American market. 


<a 
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e meat industry for its part, suffered the negative impact of lower prices on internation 
wr and the apie import quota assigned by the United States. The same Peete, s | 
affected sugar production: a field of activity in which large amounts of installed capacity were left idle. 
Despite the decline in international prices observed since 1981, domestic sugar prices were raised q 
1982 —in addition to the financial support already referred to— in order to keep up employment and | 
partially offset the adverse effects of international market conditions on this recently expanding 
industry which is going through severe financial problems. + be a 

Wood manufactures suffered the effects of the economic recession in the United States, which is ; 


enterprise will make it possible to open up markets which demand a high quality of finish in the + 
product. At present, most of the exports go to the Caribbean area. . 

Other branches manufacturing intermediate products also show the effects of the smaller local - 
and foreign demand. The chemical industry, which is the most important of these branches, , 
registered a sharp contraction, and petroleum refining also went down because it was preferred to 


import fuels which had already been refined. . 


Table 5 
HONDURAS: INDICATORS OF MANUFACTURING PRODUCTION 


Growth rates’ 
1979 1980 1981 1982° * 


1979 1980 1981 1982° 


Index of manufacturing value 


added (1976 = 100) 127 135 132 128 6.7 6.6 -2.0 -3.3 5 
Traditional industries 124 134 132 124 6.4 7.4 -1.6 -5.4 | 

Food 139 143 140 ‘2d 112 25 -2.0 &. |. 

Beverages 108 110 109 3 -14 ral -1.0 

Tobacco 126 (Ws 123 2 4.7 -7.0 5.0 

Textiles 126 149 142 a 1.1 18.1 -4.7 

Clothing 116 149 149 Ee 3.6 29.0 - 

Leather 174 166 163 Be 28.5 -4.5 -2.2 

Leather footwear 140 1B 140 , 16.0 -2.7 2.4 

Wood 102 101 100 a -1.0 -1.3 -0.4 

Wooden furniture 115 137 127 7” 9.2 IF) -7.3 

Printing and publishing 115 135 145 ae 45 17.8 7A 

Miscellaneous 76 103 96 BS 17.7 aa) -6.7 a. 
Intermediate industries 132 135 119 125 ew 2.8 -11.7 5a 

Paper 187 182 167 es 14.2 -2.7 -8.3 2 

Rubber 166 189 142 od 42.3, 19) -25.1 

Chemicals 146 152 131 - 4.0 4.0 -13.8 

Petroleum refining 100 101 76 “ -6.0 0.6 -24.0 

Non-metallic mineral products 121 123 118 ay 49 15> -4.0 Ba 
Machinery and metal-working 156 =:'171 228 222 20.6 9.2 33.3 -2.8 


Other indicators of 
manufacturing production 
Consumption of electricity by 
industry (millions of kWh) S47 aD 404° 17.0 9.2 9.5 -2.7 


Source: ECLA, on the basis of data from CONSUPLANE and the Central Bank of Honduras. 
“Preliminary figures. 


b . 

Growth rates correspond to real, not rounded, figures. 
aod : Re 
Estimated on the basis of the January-November variation. 
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Table 6 
HONDURAS: ELECTRICITY CONSUMPTION, BY USER SECTOR 


Millions of kWh Growth rates 
1970 1975 1980 1981 1982" 1979 1980 1981 1982° 


“o  "446” 59 BST, CSS 12S ee 108 22 
44 103 211 JA) VSG RaEE Sg TET gig * Chile 9.5 


33 64 117 124 13H M65 83 5.6 46 
59 241 379 415 404 «17.0 9.2 GGaA -26 

3 12 19 18 22 6.1 8.3 -9.0 20.2 
10 15 32 38 30 260°: 164. 2056. 2198 


Source: ECLA, on the basis of figures supplied by the Central Bank of Honduras. 
“Estimated on the basis of the January-November variation. 
“The growth rates correspond to real, not rounded, figures. 


\e The decline in construction activity also led to a reduction in demand for cement, with the result 
that the output of this product went down by 12% and the firms producing it have experienced 
problems in covering their financial commitments. 

The generalized crisis in the manufacturing sector brought difficulties for a considerable 
number of enterprises, and in some of them the situation which had already dragged on from 
previous years was further aggravated. In 1982, there was an increase in the number of enterprises 
which requested permission from the labour authorities to suspend their operations temporarily. 
This made the financial deterioration of the National Investment Corporation (CONADI) still more 
acute, and together with the problems it experienced in recovering its loans —mainly to a sugar mill 
‘and a cement plant— and obtaining further domestic and external resources, this brought it to a 

“situation of virtual insolvency. This body is at present being subjected to a thorough reorganization. 

iii) Construction. Construction activity declined by 4% after the 8% drop suffered in 1981 
(see table 3). This contraction is particularly serious in the present economic depression, since 
although this sector demands a considerable content of imported inputs, it also absorbs a substantial 
proportion of locally manufactured inputs and provides employment to a broad sector of the 
population. Thus, its unfavourable performance in the last two years has further aggravated the drop 
in productive activities and the deterioration in the income of the population. 

In 1982, construction activities were hindered both by the financial restrictions faced by the 
public sector in its investment programmes and by the decline in private demand for commercial and 
industrial buildings. Public sector investment spending was limited to the continuation of projects 
already underway, especially the infrastructural work in connection with big projects such as the El 
Cajén hydroelectric plant and the Benito Oriental sawmill. Some projects were also carried out for the 
health and education sectors, and some stretches of the road network were completed. 

As regards housing construction, the National Housing Institute completed construction of 
almost 3 500 low-cost dwellings, mainly in urban areas, compared with some 600 in 1981. The 
possibilities of continuing with this kind of project are limited in the short term because of the 
financial problems faced by. the housing credit institutions, among them the already mentioned 
National Housing Institute and the National Housing Finance Agency. _ ' 

iv) Electricity. According to available information, total consumption of electric energy 
increased by 2% (see table 6). Consumption by the industrial sector, which absorbs approximately 
50% of the total, went down by 3%, but residential consumption grew by almost 10%, probably 
because of the expansion of the network of users, due to the increase in the number of low-cost 
dwellings. In the third quarter of the year the scales of charges for electricity were changed as part of 
the policy adopted by the new administration of placing the finances of State enterprises on a sounder 


footing. 
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c) Employment athe a 

The deterioration in economic activity for the second year running helped to bring about 
further increase in the level of open unemployment, which, according to official information, came t 
20% (approximately 240 000 persons) of the economically active population at the end of the year. 
In addition, 45% of the economically active population (some 528 000 persons), mostly in t 
agricultural sector, were underemployed. sini : g 

Since agriculture was almost the only activity whose operations increased, it may be assumed 
that the problems of unemployment and underemployment were more severe in the cities than ir 
rural areas. As the growth rate of the labour force was over 3 %, however, it may be inferred that eve: 
in agriculture there was no improvement in the employment situation during 1982. . 

Another factor which contributed to the deterioration in employment was the number 
manufacturing enterprises which, as alredy noted, requested authorization from the labor 
authorities to suspend their operations temporarily on account of financial and marketing problem 
and the lack of imported raw materials. 


won ng 


3. The external sector 


The external sector once again showed that it is a crucial element in the performance of the Honduran | 
economy. In 1982 the outflow of capital more than offset the efforts made to moderate the | 
contraction in export income. 

The gradual exhaustion of the capacity for increasing external indebtedness, in the present | 
adverse conditions as regards exports and income,* helped to make access to external sources of 
capital still more difficult. At the same time, it led the authorities to take steps to renegotiate part of 
the outstanding debt and to have recourse to compensatory credit from international organizations. 


a) Merchandise trade 


i) Exports. In 1982 the contraction in external sales became still more marked and the current 
value of exports of goods came to only US$ 678 million, which was 14% less than in 1981 and over 
20% less than in 1980 (see table 7), 

This evolution was due to the lower level of international prices, in contrast with the rises 
registered in 1980, and to the unfavourable effects of the quota restrictions encountered by the main 
Honduran products abroad, as well as the generalized contraction in trade within the region. 
Generally speaking, the decline most seriously affected non-traditional exports and exports of 
manufactures to the Central American market. 

The biggest relative drop among the most important Honduran export products was in sales of 
coffee, sugar and meat, which together accounted for 60% of the deterioration in export income. In 
the case of the first of these commodities, the main effect was caused by the reduction in the export 
quota allocated to Honduras by the International Coffee Organization from 1.1 million bags in the 
1980/1981 season to 960 000 in 1981/1982. As a result, in spite of the increase in production the 
value of exports went down by almost 13%, and for the second year running substantial surpluses 
were generated (approximately 380 000 bags in 1982), which made it necessary to seek alternative 
markets. 

Sugar exports, for their part, went down to less than half the 1981 value because of the sharp 
drop in international prices. Furthermore, this commodity is subject to import quotas in the United 
States, which is the main purchaser. 

Meat, like sugar, also suffered from the import restrictions imposed by the United States 
Government to protect its own local producers. Consequently, in spite of the slight rise in prices, the 
value of external sales went down by 33% on top of the 23% decline registered in 1981. 

Another crop which suffered from the impact of lower world prices was cotton, which had 
increased its share in exports since 1978. The area planted with cotton went down considerably 


4In 1972 open unemployment represented only 7% of the economically active population. 


>The medium and long-term debt alone represented 59% of the gross domestic product in 1982, compared with 52% in 
1980, while its servicing as a proportion of exports grew from 20% to 52% over the same period. 
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Table 7 
HONDURAS: EXPORTS OF GOODS, FOB 


Millions of Percenta e 
dollars may Growth rates? 


1980 1981 1982* 1970 1980 1982" 1979 1980 1981 19824 
Total 850 784 678 100.0 1000 1 
f : 00.0.7 19.8. 7413.4. eet Bo 

Re America Be eee Ee agg gg = cg pier re 8 ee 
Rest of world 766 719 632 896 90.1 932 hang POT Tt FORT 
Main traditional 
exports OOF 9 5417 520° 17.994 7b FIG 150 fps delaware haan | 
Bananas soars 1s1299> 842.001 QEse '35gen40G G) 1464 ot 
Coffee 24nd 135i S87 145) 10124.0570022.3 -6.7 Rute SA st hh 
Wood 36 43— 45 9.1 42 66x xr0:G6 i, 213.94 92 3.7 
Chilled meat Cl. ao. oe 5.4 72 a7 56.6 = =23,5 . -31,0 
Zinc Toi" ‘ie 2.4 12 i aan (SB Sy cinta PA: Bo ne IGS) 
Shrimp and lobster 25 2167 Ry 0.8 P| 3.9 Sn -3.5 eS Zell 
Silver 32 err iGo vt4 3.1 3.8 214 Lew S 730 SF1 2 <SO4ar 39.5 
Cotton 4 ila 4 0.6 1.5 O.Grence2IGraecl9. Ow SAGAN: 674 
‘Main non-traditional 
‘exports 66 72 38 2.4 8.5 5.6 63.2 41.9 8.1  -19.1 
Wood manufactures 16 12 9 0.3 1.4 1.3 Hew! -3.3 -26.8 -24.9 
Unrefined sugar 29-47% 20 0.7 5.5 3.057 141.8 1207 58.6  -57.0 
Soap 2a, ahd 9 14 E> weer siesawiei3 ~2242-- -366 308 
Others 7a 471: 1045 19.7. 2-90 “168. 308 15.7 2 3.9 330 


Source: ECLA, on the basis of data supplied by the Central Bank of Honduras and CONSUPLANE. 
Preliminary figures. 

The percentage breakdown and growth rates correspond to real, not rounded, figures. 
“Estimated on the basis of the January-September variation. 


(67%) during the year under consideration, so that there was likewise a drop in the volumes 
‘ exported. 

A still greater deterioration in external sales was prevented, however, by the favourable 
performance of certain products. Thus, for example, over the last three years there has been relative 
stability in the world prices of bananas, which are the most important export item of the country. Asa 
result, the favourable production level achieved in 1982 made it possible to achieve higher income. 
Other traditional products also showed significant increases in sales: timber (4%), zinc (16%) and 
shrimps and lobsters (2%), the increase in the first two cases being due to the larger volumes sold and 
the rise in the latter being registered thanks to a substantial increase in prices. 

The main non-traditional exports, mostly manufactures, suffered a sharp contraction due to the 
generalized depression in the countries of the Central American Common Market, as will be analysed 
later in this study. 

ii) Imports. The value of imports of goods came to US$ 727 million, which represented a 24% 
decline compared with 1981, when there had already been a drop of 6% compared with the previous 
year. This bahaviour was mainly due to the sharp reduction in the volume of goods imported into the 
country, together with a noteworthy diminution in the growth rate of international prices in the last 
two years (see table 8). 

In 1981 and 1982, imports reflected the loss of dynamism of the economy in general, and in the 
latter year they also reflected the renewed shortage of foreign exchange and the controls established 
in order to rationalize foreign purchases. In view of the high degree of openness to the exterior which 
characterizes the Honduran economy, the smaller export income for the second year running tended 
to compress economic activity and the demand for inputs and final goods from abroad. This was 
aggravated by the heightening of the imbalances resulting from payments 1n respect of external 
factors of production, which made it necessary in mid-year to take measures to restrict imports even 
more. On the one hand, an extraordinary surcharge of 20% was applied to the CIF prices of all imports 


407 


except those of petroleum and petroleum products, essential consumer goods, agricultural inputs, and 
imports of goods under international agreements, especially those with the other Central American 
countries. On the other hand, the issue of import permits was governed by a set of priorities whi 
tended to discourage purchases of luxury consumer goods. ° : cm é aed 
The decline in external purchases affected to similar extents both those from the Central 
American area (-23%) and those from outside the region (-25%). By major groups of goods, the 
biggest reductions were in both consumer durables and non-durable consumer goods. This had ; 
substantial influence on the contraction in commercial activity, and although the favourable 
agricultural output of the last two years helped to keep down imports of essential consumer goods, t 
biggest reduction was in durable goods. 
As a result of the slower rate of activity in the manufacturing sector and construction, purchase 
of raw materials and intermediate products together fell by 18%. The available information reveals | 
substantial declines in purchases of inputs for the chemical, textiles and metal products an f 
machinery industries: It should be noted that the intermediate goods category includes fuels and | 
lubricants, the prices of which went up significantly (9%) in 1982 because the only refinery in the | 
country imported refined fuels instead of crude petroleum for local processing. < 
Finally, purchases of machinery and other capital goods for the transport sector went down by 
27%, on top of the pronounced decline registered the previous year. Thus, imports of investment . 


goods in 1982 were approximately 40% less than those registered in 1980. This depression reflects | 
7 


Table 8 | 
HONDURAS: IMPORTS OF GOODS, CIF 


a 
Millions of Percentage 
dollars breakdown 


1980 1981 1982 1970 1980 1982° 1979 1980 1981 1982" 


b 
Growth rates 


Total 1019 960 727. 100.0 100.0 100.0 19.6 22.5 -5.8 -24.3 
Central America 104 118 91 249 102 125 1.0 5.8 14.1 —s222ies 
Rest of world 915 842 636" 9/51 89.8 87.5 22S 24.8 -8.0 -24.5 
Consumer goods js: plato’ 3 5) 154 30.7 233 20.8" "14.0 22.0" 0:2" =e 
Durable 84 Th * 9.9 8.2 Bt 14.7 v5 -7.5 % 
Non-durable 150 160 ™ 20.8 154 16.9 27.4 3.8 

Raw meterials and 

intermediate goods 518 503 413° 44,1 50.899 056.8. 92952320 -2.8 -18.0 
Fuels and lubricants 167 159 144 1.4 16.4 19.8 49.6 52.0 -5.0 -9.4 
Raw materials for 

agricultural 47 55 ex 3.6 4.6 sree 10 tian H Say Aimar ol: 

Raw materials for 

industry 252 247 LSB 398! 2AT C23 AOR a 

Raw materials for 

construction 52 42 - D2 Sel 26.2 18.8 -18.0 a 
Capital goods 262 217 159 ws 25.0 125:7s0q21.9 725 we) 22:2ee L729) =26:6 
For agriculture 23 19 ie 3.8 2.2 bo 1378 pee2at eee ISS af 
For industry 178 157 ay Ee Korie eS z 3.8. 33.4 118 

For transport 61 41 ~~ 6.6 6.0 8 47 19.0 0 ise 
Other products 1 2 1 0.2 0.2 0.1 -52.9 -12.5 53.6 -66.2 


Source: ECLA, on the basis of data from the Central Bank of Honduras and CONSUPLANE. 
"Preliminary figures. 

_ The percentage breakdown and growth rates correspond to real, not rounded, figures. 
Estimated on the basis of the January-September variation. 


The order of priorities for obtaining foreign exchange was set as follows: i) foodstuffs and pharmaceutical products; 
a. . eee . . . . . J 
ii) fuels and lubricants; iii) raw materials and agricultural inputs; iv) machinery and spare parts, and v) other goods and 
services. 
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Source: ECLA, on the basis of data supplied by the Central Bank of Honduras. 
“Preliminary figures for the period January-September. 


the deterioration registered in both public and private investment expenditure in these two years, as 
well as the unpromising prospects displayed by economic activity in 1982, especially in the 
‘manufacturing and construction sectors. 

iii) Central American trade. Trade with the other Central American countries, which had 
_ received a sharp impetus in 1980, suffered a severe setback in 1982 both on the export and import 
_ side, reflecting the generalized economic problems facing the region. An event worthy of note was 
~ the recent resumption of trade between Honduras and El Salvador (after having been interrupted for 
almost ten years) as part of the system of bilateral agreements which Honduras has been signing. 
_ These new trade links have not been able to manifest their effects to the full, however, because of the 
‘situation prevailing in both economies during the last two years. 

7 According to information available for the period January-September, exports to the Central 
" American area went down by 30% compared with 1981. There was a decline in the volume of exports 
Z to all countries, but the biggest drops were in sales to Nicaragua (-71%) and Costa Rica (-27%). 
4 Imports from the area suffered the impact of the economic recession with one year’s delay. 
_ Thus, purchases from the region reached their peak in 1981 when they came to US$ 118 million and 
~ led to an increase in the deficit with the region (see table 9). In the first nine months of 1982, imports 
~ from the region went down by 24%, mainly as a result of the decline in trade with Costa Rica and 
~ Nicaragua. In this period, purchases from and sales to Guatemala went down ina similar manner, but 
_ this country continued to be the most important trading partner of Honduras in the area, with a share 
_ of close to 50% in total regional trade. 

a iv) The terms of trade. Both import and export prices remained relatively unchanged 
compared with the previous year: the former increased by 1% and the latter by only 0.3% (see 
~ table 10). As a result, the terms of trade showed a slight deterioration of 0.6%, coming on top of the 
_ decline of 14% suffered in 1981, and hence stood 10% lower in 1982 than in the reference year of 
= 1970. : 
E The purchasing power of exports of goods, for its part, went down by 15% compared with 


1981, due fundamentally to the drastic fall in the volume tf goods exported. 
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b) Services trade and factor payments : ’ 

Since it is a variable which is intimately linked with the dyanmism of merchandise transactions 
the deficit on the trade in real services also went down (by 30%) to US$ 43 million. This was due 
receipts of US$ 90 million (10% less than in the previous period) and outlays of US$ 133 million ir 
respect of the acquisition of services abroad (see table 11). ; x ee: 

Among factor services in recent years, payments of interest to the exterior have been acquiring 
greater importance, as a result of the growing volume of indebtedness, the impact of short-term 
credits, and the higher interest rates. Although this trend had already been observed in previ 
years, it was in 1982 that the imbalance reached its highest level. Altogether, the outflow from the | 
country under this heading came to US$ 172 million, which represented an increase of 35% over _ 
1981. In addition, there was an outflow of US$ 45 million in respect of profits payable on direct 
investment. In contrast, the inflow of funds in respect of interest on investments by Honduran 
residents abroad only came to US$ 15 million. 


c) The current account position and its financing 


The balance-of-payments current account registered a deficit of US$ 238 million, equivalent t 
9% of the gross domestic product, as a result of the deficits of US$ 3 million on merchandise trade, | 
US$ 43 million on real services, and US$ 202 million on factor services, compared with income from _ 
private transfer payments of only US$ 10 million. Although the recurrent trade deficit of the 
Honduran economy was substantilly smaller in 1982, the current account balance clearly reflected the | 
rigidities imposed by the growing commitments contracted abroad in respect of interest payments on _ 
the debt. Thus, in spite of the redoubled efforts made during the year to reduce the flow of imports, _ 
the restricted export income meant that the relationship between the latter and the current account 
deficit remained practically the same as in the previous two years (35%). 

The balance on the capital account sank drastically and made it necessary, for the third year — 
running, to use part of the international monetary reserves, which consequently went down by — 
US$ 89 million. The country thus suffered severe tensions which went beyond the local sphere when 
problems arose, albeit temporarily, in servicing the loans contracted abroad. 

The net inflow of capital from the exterior (US$ 149 million) was 42% below the average for 
the previous two years. The inflow of short-term capital went down by US$ 25 million, while direct 
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Table 10 
HONDURAS: MAIN FOREIGN TRADE INDICATORS 


1977 1978 1979 1980 1981 1982* 


Growth rates 
Exports of goods 


Value 28.7 18.2 20.8 12.4 -7.8 -13.5 

Volume 0.6 132 22.8 -6.6 1.4 -13.8 

Unit value 28.0 4.5 -2.4 20.4 -9.1 0.3 
Imports of goods 

Value 27.2 19.0 Oty. 21.8 -5.8 -24.2 

Volume 14.3 13%) 11.8 Ball -10.9 -25.0 

Unit value We 49 7.0 18.1 5.8 1.0 
Terms of trade (goods) 15.0 -0.4 -8.8 1.9 -14.0 -0.6 

Indexes (1970 = 100) 

Terms of trade (goods) PS 2 112.8 102.9 104.8 90.1 89.6 
Purchasing power of exports 
of goods 137.8 154.8 174.1 167.6 145.1 123.7 
Purchasing power of exports 
of goods and services 136.9 154.1 174.9 168.3 148.4 126.7 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 


b 
eee to the volume of exports of goods or of goods and services, as appropriate, adjusted by the respective terms-of- 
trade index. 
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140 163 157 262 211 168 
34 50 60 53 16 om 
57 73 78 94 71 
-17 -20 -19 -31 -40 
13 1 1 2 7 
Loans rece! 19 17 9 12 18 
Amortization payments -6 -17 -24 -11 -11 
Other sectors ; 93 11Z 96 207 188 
Loans received 134 160 205 219 250 
_ Amortization payments -41 -43 =99 TD -81 i 
Short-term capital 53 -21 68 12 28 -25 
ficial sector 11 -6 se 9 49 os 
~ Commercial banks 10 -17 42 -8 -35 af 
_ Other sectors 32 2 27 29 14 253 
Errors and omissions -7 12 -24 -40 10 -12 
obal balance’ 66 10 20 -77 -57 -89 
tal variation in reserves 
inus sign indicates an increase) -66 -10 -25 13 69 89 
onetary gold - - : : ; : o 
Special Drawing Rights -1 - -6 10 -2 
IMF reserve position - -8 - 8 - 
Foreign exchange assets -48 3 -19 4l 51 
- Other assets 3 = a =o 
“Use made of IMF credit -14 -5 - 15 Pp) 


urce: ECLA, on the basis of data from the Central Bank of Honduras and the International Monetary Fund. 


"Preliminary figures. 

- >Real services also include other official and private transactions, but not factor payments. 

“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
-_ liabilities. 

s global balance is the sum of the balance on current account and the balance on capital account. The difference between the 
total variation in reserves (opposite sign) and the global balance represents the value of the counterpart items; monetary 


gold, allocation of Special Drawing Rights and variation due to revaluation. 
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investment went down by US$ 2 million, and this helped to reduce the external payments capacity 
The persistent flight of capital and the failure of some export sectors to repatriate income from sal 
abroad also aggravated the shortage of international means of payment faced by the bankin 
authorities. ' 

During the third quarter, the Honduran Government renegotiated the terms of the economi 
stabilization programme agreed with the International Monetary Fund and obtained additional 
credits of 100 million Special Drawing Right units from the Fund to support that programme durit 
the period 1982-1983.’ In addition, it obtained 23 million Special Drawing Right units 
compensatory financing. 


d) The external debt 


Excluding direct foreign investment, the Honduran economy absorbed US$ 177 million in net 
medium- and long-term loans during 1982 from public and private sources, making a total external 
debt of US$ 1 651 million (see table 12). The biggest increase was registered by the public sector, 
mainly through loans underwritten by government agencies, while long-term credits obtained by the _ 
private sector went down substantially. + . 


Table 12 
HONDURAS: INDICATORS OF EXTERNAL INDEBTEDNESS 


1977 1978 1979 1980 1981 19827 


Millions of dollars 
External public debt 


Balance outstanding he 696 864 1 107 1 288 a 
Medium and long-term 446 570 692 872 1-095 1 198 
Short-term, A 126 yz Fie 5. 233 a 

Disbursements 121 155 193 201 241 261 

Global external debt 

Balance outstanding® i 971 1 279 1 509 1707 - a 
Medium and long-term 687 845 1 077 1 274 1 474 1 651 

Disbursements AVE 249 300 381 333 284 | 

Service’ , 105 136 198 193 228 212 
Capital ral 90 138 113 133 107 
Interest 34 46 60 80 95 105 

ae Percentages 

Proportions 

Pes external debt/gross 
omestic product 41.4 44.3 46.0 : 

Servicing of global external debt"/ aa tit 8g 

exports of goods and services 19.4 21.3 och 22.6 29.4 36.3 

pe es global external 
ebt' /disbursements 49.8 54.6 66. 

Servicing of global external debt"/ ? om wie ee 

gross domestic product 6.8 TA 9.6 8.6 9.8 9.9 


Source: ECLA, on the basis of data supplied by the Central Bank of Honduras. 
“Preliminary figures. 

Medium and long-term. 

“Including total external public debt and medium and long-term private debt. 


d 3 Z 5 5 
ep 2 the basis of the balance outstanding, the disbursements and the service of the global medium and long-term 
external debt. 


“Including i i i 
ncluding interest in respect of the short-term debt service. 


The economic stabilization programme includes measures for containing the fiscal deficit, the balance-of-payments 
imbalance and the expansion of global credit. Through the strengthening of public saving, by taking measures affecting both 
income and expenditure, it is aimed to moderate the pressures exerted by the public sector on domestic credit and the balance of 
payments. 
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a Although no detailed figures are available on short-term capital movements, the available 
information indicates the persistence of the pressures exerted by the commercial debt on the 
str e of public sector external commitments. 
4 Some indicators of indebtedness show the nature of the crisis with the exterior suffered by the 
Honduran economy in 1982. Although the medium and long-term external debt as a proportion of 
the gross domestic product only increased slightly (to 59% compared with 56% in 1981), the 
ervicing of this debt (including also the interest on the short-term debt), as a proportion of export 
ncome, increased from 29% to 36% over the same period. Likewise, the difficulty in obtaining 
add tional credits abroad —to which the shortage of local counterpart funds because of the low level 
of domestic saving also contributed— meant that the debt servicing absorbed 75% of the amounts 
disbursed. In other words, the restrictions on obtaining additional external financing were so great 
that only 25% of the gross funds mobilized could be used for the expansion of economic activity. 
oat - 
% 4. Prices and wages 
During 1982, domestic prices evolved on a similar pattern to that of the year before. On average, 
“consumer prices rose by 9.4%, compared with the increase of 18% registered in 1980 (see table 13). 
The results in the last two years were significantly influenced by the slower rise in food prices, due to 
larger output of basic grains, and the slackening in the growth rate of the prices of imports. In 
contrast, there were more rapid increases in the rises of some important consumer items such as 
‘clothing and beverages and tobacco and, to a lesser extent, personal services. The adjustments in the 
charges levied by public service enterprises —as in the case of electricity and telecommunications— 
also exerted upward pressures. 

The official policy of providing support for the production of basic grains helped to keep up the 
levels of production already achieved in 1981, and this prevented a shortage of agricultural products 
from helping to stimulate inflationary pressures as had occurred in 1980. 

Thus, with the exception of some products such as rice, the prices of cereals and fruits, root 
crops and green vegetables went down considerably, in contrast with the upward tendency in the 

» prices of processed foodstuffs. Among the latter, the price of sugar went up considerably for the 
reasons already given. 

According to official information, there were no great disparities in cost-of-living increases at 
the regional level, although the capital, Tegucigalpa, was among the areas where inflation was 
slightly over the national average. 

By the end of the first two months of the year, as in 1981, prices had gone up almost 4%, and 
this might have aggravated inflation, but fortunately the rate of price increases slackened during the 
course of the year in line with the evolution of the economic recession. 

As regards minimum wages, in line with the austerity policy they remained at the levels set in 
the decree of June 1981, which had granted substantial rises, especially in agriculture and stock- 
raising. After having been adjusted in mid-1981, the average levels of minimum wages during 1982 
stood above the averages for the previous year by amounts varying from 6.5% for construction to a 
little over 12% for agriculture. Thus, the minimum wages for three branches of activity increased by 
amounts which were slightly greater than the rise in consumer prices, that is to say, they increased 
very slightly in real terms (see table 14). Furthermore, in 1982 the legislation making it obligatory to 
pay a thirteenth month to wage earners came into force and the payment of the seventh day was 
approved as from January 1983. 

Although there was practically no increase in real wages, no labour unrest was observed, partly 
perhaps on account of the rising levels of unemployment. Another reason was the fact that the 
collective bargaining contracts remained in force. These contracts are usually signed in large 
enterprises for periods of three, and sometimes as much as five years. _ a 

The public sector, for its part, in line with an austerity programme, did not give its employees 
any wage increases at all. Furthermore, the financial restrictions mentioned earlier prevented the 
Government, and especially the semi-autonomous agencies, from continuing to play the role of a 
source of new jobs, in contrast with 1981, when they had significantly expanded their number of 


employees. 
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5. Fiscal and monetary policy 


a) Fiscal policy 

The public finances were subjected to severe stresses which led to a 12% increase in the fi 
deficit compared with 1981 (see table 15). 

The new administration which took office at the beginning of the year kept up the budgeta 
and credit austerity measures agreed upon with the IMF in November 1981. Furthermore, the smaller 
collection of current income and the rapid increase in the cost of servicing the public debt led the 
Government to take a number of additional measures to contain the growing deterioration in the 
public finances. This deterioration proved impossible to avoid, however, as is shown by the increase 
in the fiscal deficit as a proportion of current income from 63% in 1980 to 76% in 1982 and its” 
expansion, as a proportion of the gross domestic product, from 9.6% to 10.2% over the same period. 

Current income increased by 2% thanks to a number of tax measures and changes which 
prevented revenue from falling in line with the level of economic activity and, in particular, that of | 


Table 13 
HONDURAS: EVOLUTION OF DOMESTIC PRICES 


1977 1978 1979 1980 1981 19825 | 
Variation December to December 
Consumer price index lei! 5.3 22.5 IS 9.2 9.4 
Food 10.5 =e 20.3 123 32 74 
Variation between annual averages 
Consumer price index 8.4 57 12.1 18.1 9.4 9.4 
Food 11.4 6.2 11.4 17.1 va 6.7 


Source: ECLA, on the basis of data supplied by the Central Bank of Honduras. 


Table 14 
HONDURAS: INDICATORS OF OFFICIAL MINIMUM WAGES’ 


Indexes (base 1976 = 100) Growth rates” 


L979 1980 1981 1982 1979 1980 1981 1982 
Official minimum wages 


Nominal 
Agriculture 150 179 228 256 50.0 19.3 28.2 12.4 
Manufacturing and 
mining oP 125 135 155 168 25.0 8.2 15.1 8.3 
Artisanal activities 127 140 165 181 26.7 10.8 18.2 9.5 
Construction 133 147 168 179 33.3 10.3 14.8 6.5 
Commerce and services 120 130 153 169 20.0 8.5 17.8 10.4 
Real 
Agriculture 117 118 138 142 34.0 0.7 17.1 2a 
Manufacturing and 
mining ie 97 89 94 93 115 -8.3 del -1.0 
Artisanal activities 99 92 99 99 13.0 -6.2 79 0.1 
Construction 104 97 101 98 19.0 67 48 =F iy) 
Commerce and services 93 86 92 91 7.0 -7.9 TA 09 


Source: ECLA, on the basis of official decrees on minimum wages. 


“The estimated minimum wages correspond to the average for each year in the Central District and San Pedro Sula. After 
41974, minimum wages were officially updated in December 1978, May 1980 and June 1981. 
The growth rates were calculated on the basis of real, not rounded, figures. 
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eth 83 Table 15 
HONDURAS: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 


Millions of lempiras Growth rates 


1979 1980 1981 1982" 1980 1981 1982" 
Current income 632 758 741 756 20.1 
5 -2. ; 

Tax revenue 574 697 695 705 21.5 03 a 
; Direct 153 236 186 206 545 221.2 10.8 
_ Indirect — 421 461 509 499 95 10.3 -2.0 
On foreign trade 257 278 512 272 8.2 12.2 -12.8 
3 Non-tax revenue 58 61 46 51 5.9 -24.4 11.0 
2. Current expenditure 527 727 807 824 38.0 11.1 2.0 
_ Wages and salaries _ 299 353 430 447 18.0 22.0 3.7 
__ Other current expenditure 228 374 377 By 64.3 0.8 0.1 

3. Current saving (1 - 2) 105 31 -66 -68 
4, Capital expenditure 385 511 445 507 32.7 -12.8 13.8 
Real investment 152 179 135 150 ya -24.2 10.8 
_ Debt amortization payments 88 93 108 141 5.6 16.3 30.2 
~ Other capital expenditure 145 239 202 216 Gd. 7. -15.6 ral 
5. Total expenditure (2 + 4) 912 1 238 1 252 1 331 35.8 1.6 6.2 
6. Fiscal deficit (1 - 5) -280 480-511 -575 71.2 6.8 12.3 

7. Financing of the deficit 

_ Domestic financing 123 214 234 261 74.0 9.3 11.5 
Central Bank 124 189 276 270 52.4 46.0 -2.2 

Sales of securities . . - ah! 

Other -1 25 -42 -40 
External financing 157 266 212 314 69.4 2.6 15.0 


Source: ECLA, on the basis of data supplied by the Central Bank of Honduras. 
“Preliminary figures. 
= 


-external transactions. Thus, as from January a surtax of 3% was applied to the income of natural 
persons and one of 5% on sales. In July, a 20% surcharge was applied on the CIF value of all imports 
except petroleum and fuels, essential consumer goods, agricultural inputs and goods subject to 
international agreements, and selective surtaxes of 10% were applied to non-essential consumer 
goods such as alcoholic beverages, cosmetics, household electrical appliances and automobiles (the tax 
on which varies from 10% to 50% according to the size of the engine), together with other taxes 
modifying the rates for foreign travel and the taxable basis for the production of soft drinks. 
Altogether, these measures succeeded in increasing revenue by approximately 70 million lempiras, of 
which half corresponded to the sales tax. 

Although the measures aimed at raising tax revenue were not completely effective because of 
the generalized recession, at all events they served to moderate the increase in the fiscal deficit which 
would certainly have resulted from a situation as dramatic as the present one. It may be noted that in 
1982 the Honduran tax burden was one of the highest in Central America, even though it went down 
from 14% to 12.5% of the gross domestic product. 

The efforts to contain government expenditures were concentrated on the virtual freezing of 
the number of public employees and their wages and of purchases of furniture and office supplies. 

The containment of current expenditure (which increased by 2% in 1982 compared with 38% 
in 1980 and 11% in 1981), together with the slight increase in fiscal revenue, nevertheless only made 
it possible to keep the fiscal deficit at the 1981 level. eae : 

Within capital expenditure, which expanded by 14%, the most outstanding increase was in 
amortization payments on the public debt (30%), which represented 28% of total central 
government capital expenditure. As regards real investment, this rose by 11% compared with 1981, 
when it had undergone a severe contraction of the order of 24%. The slight increase in investment in 
real terms was concentrated on the completion of highways and the initiation of some other 
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infrastructural work. There was also a modest increase in construction and equipment work in th 
tion sectors. « te wie a ee - 
samarreee (os semi-autonomous enterprises have external financing at their disposal in ord tO 
continue their projects, they too suffered financial problems, and in line with the programme 
placing finances on a sounder footing they were obliged to raise the charges for their services. 
was the case for example with the energy, port and telecommunications enterprises. 
In short, the public sector as a whole seems to have reached a situation of financial rigidit 
which limits its possibilities of continuing to play the role of a promoter of development throt 8 
investment. rh eee = a 
As already noted, the fiscal deficit came to 575 million lempiras in 1982 and was finance 
through greater external indebtedness (3 14 million lempiras) and, to a lesser extent, credit from 
Central Bank and the issue of bonds worth 30 million lempiras. It should be noted that ceilings w 
fixed for both sources of financing in agreement with the IMF, but because of the lack of effecti 
control over both direct and indirect external indebtedness, the total external debt at the end of the 


year exceeded the figures projected for this item. 


b) Monetary policy 
In 1982, monetary policy was obliged to operate within the framework of the restrictions on 
expansion laid down in the programme agreed between the Government and the IMF and it also had 
to take account of the effects of the external sector imbalances and the declining domestic economic | 
activity. | 
The net inflow of external capital was not sufficient to avoid a substantial fall in the — 
international reserves, although this decline was less than that registered in 1981. Consequently, the | 
decline in monetary assets was greater than that foreseen in the economic stabilization programme — 
because of the fall of 180 million lempiras in the international reserves (see table 16). 4 
In 1982 the economy suffered an acute shortage of foreign exchange which on the one hand | 
made it necessary to intensify the import controls initiated in 1981 and, on the other, strengthened — 
the pressure on the official exchange rate for the lempira vis-a-vis the dollar through the influence of - 
a small parallel foreign exchange market. ; 


Table 16 
HONDURAS: MONETARY BALANCE 


Year-end balance in 


millions of lempiras Growth, sass 


1979... 1980. VBL»... 8?) 1980... 298 I yn ina 
Money 546 605 632 600 10.8 4.5 3.3 
Currency outside banks 264 269 297, 262 1.9 10.4 -5.4 
Demand deposits 282 336 335, 338 192 -0.3 112 
Factors of expansion 1 789 1 909 1 982 2 028 6.7 3.8 25 
Foreign assets (net) 232 125 -20 -180 -46.1 “a a 
Domestic credit Lip SS) 1 784 2 002 2 208 14.6 122 114 
Government (net) 188 286 418 466 S25 46.2 15.6 
Official entities B, 55 -6 5 266.7 ~ -50.0 
Private sector 1 360 1 465 1 590 L734 7.7 8.5 114 
Factors of absorption 1 243 1 304 1 350 1 428 4.9 55 2.8 
Quasi-money (savings 
and time deposits) 499 527 607 715 5.6 12 22.4 
Bonds 102-103 68 133 10  -34.0 9.0 
Long-term foreign borrowing 438 485 545 510 10.7 12.4 -5.0 


Other items 204 189 130 70 -7.4 -31.2 -52.1 


Source: ECLA, on the basis of data supplied by the Central Bank of Honduras. 
"Preliminary figures. 
At end of November 1982. The growth rates were calculated with respect to the same month in 1981. 


416 


HONDURAS 


__ Thanks to the limitations established by the public sector on the use of domestic credit, with the 
im of freeing resources for private use, the financial system did not show any substantial symptoms 
f lack of liquidity, and the lower level of general economic activity even created an excess of available 
ssources, due partly to the restrictions on the purchase of foreign exchange, which were reflected.in 
ater availability of local currency resources for many enterprises. The situation did perhaps change 
efly at the end of the year when the Central Bank established compulsory national currency 
eposits as counterpart for the procurement of foreign exchange for imports. 
__ The public sector was able to obtain the financial resources programmed without coming into 
onflict with the private sector needs. Thus, the net domestic indebtedness of the public sector, which 
ad grown excessively in the previous two years, increased by 15% in nominal terms during 1982, 
hich was equivalent to a real increase of a little over 5%. 
‘ Domestic credit for the private sector went mainly to strictly productive activities, since that 
fintended for commerce and consumption decreased considerably. The most significant increases in 
‘credit were in that directed to industry, export agricultural production (mainly coffee and sugar cane), 
basic grains and stock-raising. 
a In the last quarter of the year, there was a change in the discount rates for productive activities. 
‘Thus, those applicable to basic grains, which have been receiving preferential treatment, went down 
from 10% to 8%, and those corresponding to marketing, agricultural products and production in 
general went down from 15% to 13%. The maximum rates fixed for commercial bank lending 
Operations thus went down to 14% in the case of basic grains and to 17% in the case of general 
production. For other non-preferential activities, the rate was kept at 19%. 
As regards commercial bank deposit operations, the rates were left free except for fixed income 
bonds and securities; which remained at 10%. 
Although there were no serious liquidity problems, the commercial banks took a conservative 
attitude regarding the granting of loans, and the criteria for selecting applicants for credit became 
stricter. Because of the uncertainty in connection with the depressive conditions of economic activity 
and the difficulties in obtaining foreign exchange for imports, many credit applications did not come 
to fruition, so that some commercial banks closed the financial year with a smaller loan portfolio. 
As regards factors of absorption, the smaller opportunities for real investment caused part of 
-the resources to be diverted to savings and time deposits which, as at November 1982, showed an 
“increase of 24% over the same period in 1981. Thus, in 1982 the money supply only increased by 3%, 
‘as a result of a 5% reduction in currency outside banks and an increase of 11% in current account 
deposits. 
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1. Recent economic trends: Introduction and summary 


For the Mexican economy a spell of four consecutive years of rapid growth came to an end in the year 
982, in a climate of marked internal and external disequilibria. 

iS At the micro-economic level, production declined, unemployment increased, and inflation 
soared to an unprecedented pitch, contributing to the deterioration of the levels of consumption of 
most of the population, while the long-standing imbalances —the external deficit and that of public 
finance— persisted and even rose higher (see table 1 and figure 1). 

= At the micro-economic level, many enterprises were faced with bankruptcy —particularly as a 
result of their financial commitments in foreign currency in the context of the devaluation of the 
peso— while the acute shortage of foreign exchange that prevailed throughout part of the year, 
especially from August onwards, adversely affected the normal operation of many establishments, 
particularly in the manufacturing sector. 

3 A palpable manifestation of this state of affairs was the depreciation of the Mexican peso by up 
to 82% in relation to the dollar, taking as points of reference the end-of-year free exchange rates. 
Analysis of all these elements in conjunction with the measures adopted by the Government in the 
course of the year to cope with the situation leads to the conclusion that 1982 marks a veritable 
turning-point, both in economic trends and in what have been the main features of economic policy 
over the last few decades. 

The decline in economic activity was widespread, and had severe effects on the components of 
global supply and demand alike. The per capita gross domestic product contracted by almost 3%, and 
if it is measured sector by sector, the only exceptions to its negative behaviour were to be found in the 
petroleum industry and the generation of electricity, and in the provision of public services, although 
in any event these last expanded at a lower rate than in preceding years. In the agricultural sector, long 
spells of drought seriously affected some crops, especially basic grains, thus detracting from the 
progress in production which had been achieved by virtue of the active policy pursued in recent years. 
This policy had placed the accent, precisely, on the non-irrigated areas which had been hardest hit by 
weather conditions in 1982. Manufacturing output, in its turn, was heavily handicapped by the lack of 
supplies from abroad due to the foreign exchange shortage, besides suffering by the steep drop in 
domestic demand. 

On the global demand side, only the Government's purchases of consumer goods and services 
showed some increase despite the austerity policy which had been announced, but which hardly 
affected programmes considered urgent by the authorities. Private consumption and the volume of 
exports expanded slowly, while gross fixed investment notably decreased (by 17%), a situation which 
had repercussions on both public and private investment, whose acceleration had been a decisive 
factor in the impetus given to growth in recent years. 

In the course of 1982 the imbalances and negative factors present since the middle of the 
preceding year gradually worsened and escalated. Thus, the decline in demand, in particular that 
associated with capital formation, forced down production, with the resultant accentuation of 
unemployment, which, according to official declarations, would seem to have doubled. ' The public 
sector's fiscal deficit reached an unprecedented level, amounting to almost 16% of the gross domestic 
product, and the rate of inflation approximated to 100% between December 1981 and December 
1982. The Government’s exchange policy, combined with subjective factors, produced, among other 
effects, an intensive fJight of capital for the second year in succession. The external debt climbed to 


1 Office of the President of the Republic, Criterios generales de politica econdmica para la iniciativa de la Ley de Ingresos y el Proyecto del 
Presupuesto de Egresos de la Federacién para 1983, Mexico City, 7 December 1982. 
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more than US$ 80 billion, and its servicing implied the disbursement of about US$ 15 billion, a sum 


which played a decisive part in creating a deficit on current account, notwithstanding the surplus — 


obtained on the merchandise account. 


Furthermore, and in contrast to what had happened in previous years, the reduction in the price 
of most export products —including petroleam— and the rise, moderate though it was, in the unit 
value of imports resulted in a deterioration of over 10% in the terms of trade. This meant that per 


capita gross income contracted more than the product (3.9%). 


To understand the origin of the problems faced by the Mexican economy in 1982, reference 


should be made, at least briefly, to the immediately preceding years. 


The economic policy pursued in the previous four years had brought about —basically through 
ample public and private investment, bolstered in part by the oil boom— an exceptional rate of 


growth, a considerable expansion of employment opportunities and significant progress in the 


modernization of the production apparatus, at a moment when the economy of the indu 


~~, 


Table 1 
MEXICO: MAIN ECONOMIC INDICATORS 


strialized 


= 


1977 1978 1979 


A. Basic economic indicators 
Gross domestic product at market prices 


(millions of 1970 dollars) 74068 80091 87 460 
Population (millions of inhabitants) 63.8 65.7 67.5 
Per capita gross domestic product 

(1970 dollars) 1,160: P1219) 1.295 


Growth rates 
B. Short-term economic indicators 


Gross domestic product 3.4 8.1 9.2 
Per capita gross domestic product 0.5 pia! 6.2 
Gross income Re 8.3 10.0 
Terms of trade (goods and services) -3.8 Zu 10.1 
Current value of exports of goods 
and services 13.9 37.9 40.5 
Current value of imports of goods 
and services -7.5 47.9 47.5 
Consumer prices 
December to December 20.7 16.2 20.0 
Variation between annual averages 29 L7S 18.2 
Money* 26.4 328 33.1 
Wages and salaries“ 27.9 135 16.8 
Rate of unemployment‘ 8.0 6.9 57 
Current income of government 42.6 Bee) ope 
Total expenditure of government 26.8 eae 57.0 
Fiscal deficit/total expenditure of government* jd a 19.7 20.0 
Millions of dollars 
C. External sector 
Trade balance (goods and services) 127 -593 -1 629 
Balance on current account -1870 -3259 -5570 
Balance on capital account 2247 3690 5 886 
Variation in international reserves 384 455 399 
External debt® 29894 33946 39 685 


Source: ECLA, on the basis of official data. 

“Provisional figures. 

Gross domestic product plus terms-of-trade effect. 

“Money in circulation: notes and checking accounts. 
Refers to minimum wages and annual averages. 

“Percentages. 

Weighted average for the metropolitan areas of México City, Guadalajara and Monterrey. 
End-of-year figures for total outstanding external debt. 
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1980 


1981 


1982 


94719 102 297 102 692 


69.4 
1 365 


8.3 
5.4 
10.3 
22.6 


32,9 
51.6 


29.8 
26.3 
33.5 
17.8 

4.5 


65.2 
60.3 
16.4 


-1 816 
-7 687 
8 593 
1 037 
49 349 


713 
1 435 


8.0 
5.1 
8.9 
10.2 


21.4 
28.1 


28.7 
Zo 
32.8 
30.9 

4.2 


39.3 
64.1 
30.3 


-3 903 
-12 997 
14 082 
[PAE 
72 007 


#32 
Lg 


-0.2 
-2.8 
-0.7 
-5.4 


-0.2 


-35.8 


98.8 
58.9 
62.9 
Deeb 

4.1 


62.4 
87.3 
40.0 


7 668 
-2 740 
-180 
-2 920 
81 350 


Consumer prices® 


40 


20 


Net factor payments 


Balance on current ~* an 
account -10 00 


ENTS 80 SP 82 


1970 71 72 73 =-74 «+75 #16 77 


Source: ECLA, on the basis of official data. 

aAnnual growth rate. 

bAverage annual rate in the metropolitan areas of Mexico City, Guadalajara 
and Monterrey. 

CPercentage variation from December to December. 


dMillions of dollars. 
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. z 3 quay oe beth. 
countries was passing through a period of recession and stagnation which had pai 2 ae 
whose depressive effects spread to the great majority of the developing countries. In fact, in “ 
America, Mexico was almost the only country that succeeded in avoiding the loss of dynami 
contraction in the economy to which the international situation gave rise. In these circumsta : 
setting and attainment of such high targets for growth (between 8% and 9% as against a hist 
rate of 6%) and for employment made it indispensable to maintain an expansionist invest 
programme which far outreached both the economic system’s capacity for saving and the resources a 
the disposal of the banking system, with the result that recourse was had to more and mote exte! 
and internal borrowing. : : — 

Thus, during the period 1978-1981, public-sector expenditure, whose total share in the gre ‘ 
domestic product exceeded 45%, increased very rapidly (at a cumulative annual rate of 13.5% inre 
terms), and this in turn encouraged private investment, although the latter exhibited a good deal 
autonomy in its behaviour and even competed with the public sector in obtaining resources. TI 
two expansionist factors had the backing of a vigorous upswing in the exploitation and export of 
hydrocarbons (daily output more than doubled between 1978 and 1981, rising from less than 500 00€ 
to 1 200 000 barrels). a . 

From 1981 onwards, however, this rapid economic growth, based on the above-mentioned 
sources of dynamism, began to meet difficulties of both internal and external origin. 4 

In the first place, the capacity of supply to meet demand lagged considerably behind the latter’: 
continuous expansion, so that imports were called upon to satisfy a steadily increasing proportion 
requirements; this meant that the coefficient of imports of goods and services climbed from 11% to i 
14.5% between 1978 and 1981. Secondly, despite the reform of the tax system and the increase in | 
fiscal income generated by petroleum exports,” a time-lag also occurred between the expenditures _ 
and the income of the public sector, with the result that the sector’s financial deficit rose from 6.7% in | 
1978 to 14.5% in 1981 and nearly 16.0% in 1982.3 Thirdly, the rapid expansion of global demand — 
helped to generate considerable inflationary pressures, the consequences of which included an 
increasing overvaluation of the peso, given the slow pace at which the exchange rate was adjusted 
during the period in question. This in turn aggravated the external imbalance, by encouraging — 
imports, reducing exports (non-petroleum exports remained static in 1981) and acting as a spur to 
the flight of capital and the contracting of external credit lines. In addition, the steadily growing 
burden of the public debt contributed to the increase in the external fiscal deficit. At least from 1981 | 
onwards, the available supply of domestic credit resources for the private sector was restricted in face | 
of the mounting financial requirements of the public sector. . 

Certain structural factors proper to the Mexican development style continued latent 
throughout this period. Outstanding among these were shortcomings and time-lags in the industrial 
sector —insufficient integration, geographical concentration, relative backwardness of the basic 
metal working industries—, the way the economy was inserted in the international economy, which 
led to long-standing deficits on the balance-of-payments current account, and the similarly long- 
standing deficits in public sector finances, given the leading role traditionally played in Mexico by 
economic and social development. The petroleum boom, with the huge foreign exchange resources 
which it brought into the country in the four years subsequent to 1976, did not do enough to modify 
these factors. The argument might even be advanced that up to a point it aggravated them, although 
in the context of an economy on a far larger scale than in the recent past, inasmuch as it made that 
economy much more vulnerable to exports of a single product —a manifest setback occurring in the 
diversification achieved until then— and left exposed the gaps in manufacturing industry, since the 
growth of the product, of investment and of expenditure called for imports whose elasticity exceeded 
the high level traditional in Mexico. Hence the first symptoms of a weakening of the hydrocarbons 
market exacerbated these problems, to which others had already been added, such as the rise in 
interest rates and the difficulties connected with the recession in the world economy. 

Accordingly, withstanding this depressive current and opting for growth virtually 2 /’outrance, 
without having surmounted the long-term problems of the country’s development model, involved 


* The tax revenue coefficient went up from 16.4% to 19.4% between 1978 and 1981, and from 15.5% to 15.9% if petroleum exports are 
excluded. 

*The concept of fiscal deficit used here is that applied by the Mexican Government and refers to the difference between the public 
sector's total income and total expenditure, excluding from the latter the amortization of the debt. If this were included in the calculation, the 
resultant deficit would of course be much larger. 
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quences which shortly had to be faced, when alterations occurred in some of the premises on 
that growth was founded, particularly with respect to utilization of external resources. 
Thus, external borrowing, which had become the traditional mechanism for adjustment both of 
cal deficit and of the balance of payments, and on which economic growth had long been based, 
me, in view of the new international financial conditions, a major obstacle to development. Since 
s Mexico had been making increased use of the external debt as a mechanism to cover the 
deficit without having to raise tax revenue to an equal extent. The debt expanded in the 1970s at 
pid pace that was barely checked by the commitments acquired with IMF for the period 1977-1979, 
h restricted indebtedness to a net annual sum of US$ 3 000 million during that triennium. 
Nevertheless, the expectations built on Mexico's petroleum reserves and the abundant supply of 
jancial resources in the international markets were two potent causes of a mass inflow of loans into 
rico, especially in 1980 and 1981, notwithstanding the tendency of debt servicing to absorb a 
eadily increasing proportion of export earnings. 
The foregoing overall picture worsened as from the second half of 1981, when the price of 
stroleum began to fall and recourse was increasingly had to short-term private credits, and when, 
om November onwards, the terms on which external financing could be obtained became generally 
ore unfavourable. 
- In short, the decision adopted by the Government to speed up the growth of the economy, 
ee dest it and defeat unemployment by taking advantage of the development of the energy sector, 
sd, despite the impressive achievements recorded during this period, to the intensification of 
inflation and to virtually unmanageable disequilibria in public finances and in the balance of 
payments. Thus, at the start of 1982 the country was enduring the effects of a set of adverse factors, 
outstanding among which were the pressure on the Mexican peso in face of its obvious overvaluation, 
with the consequent flight of foreign exchange; the growing financial burden signified by the external 
debt, and aggravated by the high rates of interest prevailing on the international markets; the 
acceleration of inflationary pressures; the climate of uncertainty which conditioned the behaviour of 
the main private agents of the economy; the public sector’s increasing financial deficits; and the 
widespread recession in the international economy. 

In face of these phenomena, both economic trends and economic policy itself underwent radical 

d frequent changes in the course of 1982. The former were neither homogeneous nor linear in their 
deterioration, and economic policy, despite having retained its leading role, took ona predominantly 
defensive character and gradually accommodated itself to the changing circumstances, although 
apparently it was often unable to keep pace with events, and at times proved powerless to attain its 
proposed objectives. 

The year had only just begun when it became impossible to withstand the pressure on the peso, 
notwithstanding the measures adopted in 1981 to attenuate the external imbalance and the deficit in 
public finance. The abrupt devaluation put into effect in February, besides being belated, failed to 
produce the expected results, since its effects were quickly wiped out when no consistent public 
expenditure and wage policies were pursued, despite the adjustment programme which was then 
announced by the Government. Thus, the steps taken to reduce the fiscal deficit were offset by a fall in 
the rate of expansion of income —the outcome of the slowing-down of the economy itself— and an 
increase in expenditure, as a result of inflationary factors and, above all, of the impact of devaluation 
on expenditure which had an imported component, such as the servicing of the external debt. 
Furthermore, the measures designed to restrict total private-sector demand were promptly cancelled 
out by considerable adjustments in wages agreed upon in March, which were made retroactive to 
18 February and which represented a rise of up to 30%, after the average increase of 34% granted on 
1 January. : , 

These decisions contributed to the climate of misgiving and speculation which was created in 
the following months, and was based, in particular, on public expectations as to the course of 
inflation. In face of the steadily increasing prospects of a further devaluation, the second quarter of 
the year witnessed a new resurgence of the flight of capital, including the conversion of accounts in 
domestic currency to accounts in foreign currency. In response, the Government adopted extreme 
measures in August, among them the freezing of dollar accounts, and established a system of multiple 
exchange rates. This system comprised a preferential exchange rate on a sliding scale that started at 
49 pesos; another general rate which was established at 69.50 pesos for the conversion of frozen 
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accounts; and a free rate which settled down between 100 and 110 pesos. In the same poi 
Central Bank again withdrew temporarily from the exchange market and a moratorium 0 A 
was arranged with the international banking system for payments falling due on the external d 
But not even these extreme measures proved efficacious. In view of the manifest insuff 
of exchange provisions to hold the flight of foreign exchange in check, in September gener 
exchange controls were introduced, based on fixed exchange rates, and the free exchange rate \ 
eliminated, while in addition another no less radical measure was adopted, Le, a take-over of 
banking system by the State. This last move had a significant political impact, inasmuch as it ope 
up the possibility that at times of great instability the State could assume tighter control of financi 
resources and play a key role in the orientation of credit policy. 4 pee 
These measures too, however, helped to aggravate the climate of uncertainty which prevaile 
among a large proportion of the private agents of the economy, and to which were added 
expectations almost always aroused in Mexico by a change of government and the attendant turno 
of authorities, events which occurred on 1 December 1982. 
Despite the new provisions, it was not possible, on this occasion either, to curb the outflow o' 
foreign exchange; and what was more, although this fact was not of the same importance, its infloy 
was discouraged, inasmuch as an avalanche of pesos swept across the northern frontier, to meet the 
requirements of holders of dollars who were planning to enter the country and for whom it was» 
advantageous to conduct the exchange operation outside the Mexican bank market. In effect, the 
introduction of exchange controls displayed limitations in face of the existence of so wide and opena . 
frontier, plus all sorts of mechanisms devised by individuals and enterprises for continuing to | 
purchase’ foreign exchange outside the established régime. + | 
These pressures were determinant causes of the unsatisfactory operation of exchange controls, | 
in the establishment of which Mexico had no recent experience. The proliferation of foreign — 
exchange agencies set up in United States territory prevented the inflow of dollars into Mexico, _ 
whence, on the other hand, pesos continued to flow out. This compelled the Mexican banks to setup | 
foreign exchange agencies in the frontier zone to compete with those outside the country. These — 
provisions were complemented by a further reduction of public expenditure and an attempt to 
separate internal from external interest rates, by means of the exchange controls, with the aim of © 
cushioning, at least temporarily, the inflationary impact of the August devaluation. | 
With the change of government on 1 December, the conduct of economic policy was once again — 
reoriented in the framework of a stabilization and adjustment programme which enjoyed a certain 
amount of external support, both from the International Monetary Fund and from the country's | 
private creditors. During the months preceding the change of government, an agreement had been 
negotiated with IMF, signed in November but approved by the Executive Board of IMF in December, 
which gives Mexico access to credit to the amount of US$ 3 840 million during the period 1983-1985. 
At the same time, about a thousand banking institutions abroad were induced to grant an extension of 
120 days for the discharge of amortization payments falling due, and negotiations were immediately 
begun for restructuring the liabilities deriving from the external public debt to the institutions in 
question. 4 
Among the main components of the “Immediate Economic Reorganization Programme” —as 
it was called— adopted by the new authorities, mention should be made, inter alia, of the suppression 
of the generalized exchange controls and their replacement by a new mechanism covering only those 
areas which could reasonably be subject to control. Similarly, a multiple exchange rate régime was 
established; a “controlled” market rate, fixed on 20 December at 95 pesos per dollar and subject to 
daily devaluations, applicable to authorized exports and imports, amortization and interest payments 
on external loans, and other priority requirements; a “special” market rate, set at 70 pesos per dollar 
and also subject to daily devaluations, for a very limited number of transactions; and a “free” market 
rate —which opened at 148.50 pesos to the dollar on 20 December— for all foreign exchange 
transactions not subject to the other market rates. Another objective pursued was a drastic reduction 
of the fiscal deficit, from 16% of the gross domestic product in 1982 to 8.5% in 1983, by means of 
increased rationalization of public expenditure, higher taxation and a rise in the tariffs of public 
enterprises, as well as by the reduction or elimination of subsidies. For example, only a few days after 


4These negotiations, as well as the procurement of a supplementary consortium credit for US$ 5 000 million, were effected during the 
early months of 1983. 
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change of government, the new authorities decided to double the price of gasoline and adjust that 
er refined petroleum products. In addition a conservative wage policy was adopted, the increase 
indebtedness was limited to US$ 5 billion per annum, and the introduction of a more flexible 
xchange policy was considered. Interest rates were to be raised in order to make saving attractive and 
ntain credit. Lastly, another objective was to rationalize tariff protection and imports with view to 
proving the efficiency of industry. : 
a The measures adopted by the new authorities, as well as those decreed in February, August and 
epi ember by the preceding government, seemed, as has been said, to point towards a change in the 
taditional framework in which Mexican policy had evolved since the Second World War. However, 
the coexistence during the year of different and frequently contradictory currents of economic policy 
etracted from their efficacy. In any event, they afforded the most reliable evidence of the convulsion 
suffered by the Mexican economy, whose insertion in the changing and conflictive international 
‘economy has now proved different from its position in the past decades. At the close of the year, the 
eis was confronted with the difficult dilemma of mitigating the internal and external 
disequilibria described above without aggravating the recent trends towards deceleration of 
‘production, higher levels of unemployment and, for most of the population, a loss of real purchasing 
‘power. At a more punctual level, the new authorities had to meet the challenge signified by the 
adoption of a set of measures aimed at rehabilitating a large number of enterprises —small, medium- 
scale and large— which were up against problems of various kinds, and by the introduction of the 
Necessary measures to consolidate the nationalization of the private banks and settle the terms of 
‘their indemnification. 
2. Trends in economic activity 


a) Global supply and demand trends 


Trends in the main macroeconomic variables were so definitely unfavourable during 1982 as to 
warrant the assertion that the economy had not experienced such a profound and far-reaching 
recession at any other time since the Second World War. 

After four years of a dynamism that was exceptional in relation not only to the country’s 
“economic history, but also to the recessive international situation, global supply, which had increased 
at a rate of about 11%, contracted by more than 4% in 1982. This abrupt volte face was a consequence 
‘not only of a small decrease in the gross domestic product during the year, but also of an unheard-of 

reduction in the volume of imports of goods and services, approximating to 40% (see table 2). In 
contrast with previous years, the notably dynamic trend of imports, which had led to a greater 
openness of the economy to the exterior, was reversed when the available supply of foreign exchange 
was drastically curtailed by the fall in the purchasing power of exports, together with the 
unaccustomed ebb in net financial flows on the capital markets. The contraction in external purchases 
was a determining factor of the depression in the productive sectors, in particular industry, given the 
external vulnerability of Mexico’s manufacturing activities, but it also reflected the sluggishness of 
expenditure and gross investment. 

In short, external contraints and the decline of domestic demand determined the behaviour of 
global supply and assumed a role of supreme importance when it became evident how great was the 
dependence of many branches of production on imported inputs, once the stocks of these built up in 
1981 were exhausted. 

But the substantial decrease in the volume of imports of goods (38%) might have had an even 
more marked effect on manufacturing activity —whose output shrank by 2.4% — had it not been for 
the intervention of two factors: the previous accumulation of a substantial volume of stocks of 
imported inputs, and the likelihood that, in face of the impossibility of importing, some branches of 
industry with idle capacity would bring out similar products to meet the unsatisfied demand for both 
final and intermediate goods. na 

On the global demand side, exports still increased, by about 3%. Despite the contraction in 
international markets for non-petroleum products and the loss of external competitiveness of 
Mexican goods, the €xpansion of petroleum sales had a positive influence on the total volume of 
exports. This slight rise in the total, however, did not suffice to ward off serious balance-of-payments 


problems, essentially of a financial character. 
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Thus, domestic demand contracted by 4.5%, a determinant cause being the 17% drop in gros 
fixed investment. Investment in production, besides being deprived of an important source 
financing by the need for an increasing proportion of public resources to be used for debt serv 
was confined to a restricted budget under the policy of progressive austerity announced by 
Government. This meant that public investment decreased by 13%. Private investment, in its t 
also slumped by 20%, primarily owing to the above-mentioned loss of confidence, which 
reflected, as it had been for some time past, in big outflows of capital, mainly to the United States. 
heavier burden that external private liabilities represented also curtailed investment possibilities, 
which were further hampered by the difficulties to which imports, including those of capital goods, | 
were subjected. al 

Total consumption increased by less than 5%, on account of its two components’ loss of — 
impetus. The rate of expansion of public consumption fell to 4.8% —less than half what it had 
been—, a figure which indicates that notwithstanding financial constraints, the Government kept uf 
part of its public services programmes. Per capita private consumption increased only slightly as 
result of rising unemployment, of the negative effect of inflation on the purchasing power of salaries — 
and wages, and of the reduction in rural incomes owing to poor harvests and to the decrease in many 

} 
i 


enterprises’ profits. 


b) Growth of the main sectors 


Except in the case of energy production (hydrocarbons and electricity), trends in the domestic | 
product of all other activities were consonant with the depressive overall situation of the economy © 
(see table 3). The sectors producing goods were adversely affected by the contraction in domestic . 
demand and the reduction of international means of payment which was reflected in a shortage of © 
imported intermediate goods. . 

Agriculture after two years of rapid growth, declined to a marked extent, mainly on account of © 
weather conditions. This was a serious setback to pursuit of the authorities’ objective of attaining self- 
sufficiency in production of basic grains by 1983. The fishery sector was faced with both credit and — 


Table 2 
MEXICO: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage G h 
at 1970 prices breakdown piers wi 
1980 1981 1982° 1970 1982° 1980 1981 1982° 
Total supply 104 789 114396 109655 106.8 107.4 10.4 9.2 -4.1 
Gross domestic product at 
market prices 94719 102297 102092 100.0 100.0 8.3 8.0 -0.2 
Imports, of goods and 
services 10 070 12 099 7 563 6.8 TA~ 345° — 201, 378s 
Total demand 104 789 114396 109655 106.8 107.4 10.4 9.2. -4.11 
Domestic demand 98091 107478 102551 101.1 1004 # 10.2 9.6 4S 
Gross domestic investment 26 770 30 946 22,28) 22.7 21 Se 22 eS ae 
Gross fixed investment 22 240 25 510 21 224° 20.0" 20:8 "14.9" “V4 7 "SiGe 
Public 9 675 11 203 9 780 6.6 9.6 154-2158 ei 
Private _ 12 566 14 307 11 444 . 134 AL2 145. 413.99 >2206 
Construction 11 852 13 191 12 676. 114. 124 125 e=)) 3 ogee 
Machinery and equipment 10 389 12 319 8 548 8.6 84 178 186 -30.46 
Inventory changes 4 530 5 437 1 057 2) 1.0 
Total consumption (espa 76 532 80270 784 786 6.3 US: 49 
General government 8 487 9 344 su a3 9.6 O57 10s 48 
Private 62 834 = 67: 188 eortr VL. deo) 5.9 6.9 
Exports, of goods and a 
services 6 698 6 918 7 104 > L008 33 27 


Source: ECLA, on the basis of figures supplied by the Ministry of Programming and the Budget. 
“Provisional figures. 


The figures for imports and exports of goods and services were taken from balance-of-payments data in dollars at current 
prices, which were converted to constant 1970 values by deflation, using price indexes calculated by ECLA for the purpose. 
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jaa | Table 3 


MEXICO: GROSS DOMESTIC PRODUCT BY KIND OF ECONOMI 
ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage 
at 1970 prices breakdown Shek gists 
1980 1981 1982 1970 1982" 1980 1981 19827 
ss domestic product” 90105 97313 97119 100.0 1000 983 80 -0.2 
, 38315 41403 40875 43.9 42.1 88 81 -13 
riculture 8 411 8 923 8889 12.7 9.1 ha) 61 -04 
Mining : 2 832 3, 266 5 OU, 25 3 e222) A eo 
“Oil production 50 sr me © 5S pea daa i “ad V8 dz fy ogg 
Rest of mining 1114 1227 1 212 1.6 LDAFACS APSO LON Bh. 2 
Manufacturing 21908 23 441 22879) 12329932315 UW 7.0 -2.4 
Construction 5 164 SY 5 530 =) Spy alpaca sje a2 
Basic services 8 231 9 084 8 994 6.0 9.2 12.9 10.4 -1.0 
Electricity, gas and water 1 202 1 303 1 392 1.0 140 65 84 68 
Transport, storage and 
communications 7 029 7 781 7 602 5.0 16 Vato 10 eed 
Other services 44824 48203 48765 516 50.2 7.33 7.5 1.2 
Wholesale and retail commerce, 
restaurants and hotels 22 449 24 357 POG eo eo. 8.1 8.5  -1.6 
Financial institutions, insurance, 
teal estate and business services 8 928 9 364 9.635;— 11:3 9.9 5.0 49 2.9 
Community, social and personal 
services 13 447 14 482 15 163 14.4 15.6 Ted) Vel. 47 
Government services 3179 3 465 3569 3.0 37 10.3 9.0 3.0 
Less: Commission on bank services 1237 1 392 1 464 £5 15 9 126 5.3 


Source: ECLA, on the basis of figures supplied by the Ministry of Programming and the Budget. 

“Provisional figures. 
As the general method applied in the calculation was to extrapolate independently individual activities and the total, the sum 
~ of the former does not correspond exactly with the latter. 


external market problems, affecting not only the volume of the catch, which fell short of the 
programmed level, but also the output of the canning industry, through the want of imported 
tinplate. 

Mining production, whose lot is directly linked to external demand, was very hard hit by the 
recession in the market economies and the fall in the prices of its main products. In contrast, 
extraction of petroleum, despite the unfavourable conditions on the international hydrocarbons 
market, expanded only a little less rapidly than in 1981, thanks to which its relative share in world 
hydrocarbons trade improved. Manufacturing was seriously affected by the economic depression. 
Domestic production was handicapped by the lack of imported raw materials due to the shortage of 
foreign exchange. Apparently, for many enterprises the progressive devaluations of the peso 
throughout the year did not suffice to enable them to regain their competitiveness in international 
markets.° The closing of the external market had, however, positive effects on some branches of 

_ production of non-durable consumer goods: for example a rise in the cost of foreign exchange and the 
virtual disappearance of contraband in certain popular consumer items were favourable to progress 
in import substitution. 

Among basic services, the electricity sector once again expanded, although at a slower rate than 
in the preceding year, basically because of the decline in industrial demand. 

The commercial services largely reflected the most characteristic features of the economy in 
1982: the populations’ loss of purchasing power and the rise in the unemployment index, asa result of 
which the domestic market was less dynamic than in the preceding triennium. The abrupt contraction 
in the supply of imported articles had repercussions on the sale and purchase flows. 


5Probably this assertion is not valid for the last devaluation of the peso in December, but obviously this came too late to influence the 


results for the year. 
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i) The agricultural sector. Agricultural production declined by 2.5%, mainly — ¢ 
weather problems; the rainy season was very irregular, and alternated with long periods of droug t 
the spring-summer cycle, affecting production for domestic consumption, which dropped by 5.6% 

One of the objectives of the official programme for 1982 was a total increase of almost 5% 
the area under seed, in order to bring it up to 20 million hectares, including expansion of the crop are 
by 289 000 hectares and 128 000 additional hectares of irrigated land. But owing to the drought at 
also to the reduction in real values of transfer payments to the rural area, only 15.5 million hectar 
were planted, and of those programmed for basic products (grains and oilseeds) it was only possib. 
to cover a little over 75%. As was to be expected, the crops worst affected were maize, beans an 
sorghum, which are sown in the non-irrigated areas (see table 4). A 

The target set for the 1982 harvest in the above-mentioned programme was over 30 aie i 
tons of basic grains, an amount approaching the self-sufficiency level. But only a little over 25 million 
tons were harvested, so that in 1983 imports will have to be increased. ; 

The deterioration in the sector's level of production can be seen to acquire more serious 
proportions if it is considered that it took place despite the application of an official programme of 


‘ 


| 


Table 4 
MEXICO: INDICATORS OF AGRICULTURAL PRODUCTION 
a ne E EEE 


i Growth rates 
1970 ..~ 1975... 4980 __ 198] 901982 1979 1980 1981 1982*° 


Quantum index of agricul- 
tural gross domestic 


product” 100.0 1159 1399 1484 1478 -21 mt 6.1 
Agriculture 100.0 113.2. 1384 149.6 145.9 5.9 10.0 8.1 “22 | 
Livestock production 100.0 119.4 1382 1425 146.2 2.0 3.0 3.1 2.6 } 
Forestry 100:0-=-109.6'— 135:F--"136.0 "569 6.6 a2 0.4 0.4 - 
Hunting and fishing 100.0 153.1 245.6 274.1 289.4 16.8 10.5 11.6 5.6 | 
Production of main crops 
For export 
Unginned cotton® 334 206 329 335, 185 -5.8 -4.8 19 -446, 
Coffee® 185 228 193 244 231 7.6 -13.7 26.4 -5.3 
Tomatoes 923 1056 1458 1074 1 313 10.0 49 -263 222 
For domestic consumption 
Maize® 8879 8449 12 383 14766 12215 = -22.7 46.6 19:2 -l7— 
Beans 925 ‘vad 027 971 1469 1093 -324 51.5 51.2. -25% 
Wheat" 2.676 2.798, 2: 78)-5 5189 AAG cis. G 22.0 14.5 40.0 
Sorghum* 2747 4126 4812 _6296 4956 -4.7 20.5 30.8 -21.3 
Sugar-cane® 34651 35 841 36480 34905 36 939 -2.5 Pe, -4,3 5.8 
Soya‘ 215 599 312 712 672° MTT -55.6 128.4 -5.5 
Lucerne“ 9240 14260 18360 15999 17 167 -9.7 141 -12.9 73 
Indicators of livestock 
production 
Slaughter‘ 
Beef cattle 437 763 1016 1 126° 1°193 oF 6.7 10.8 59 
Swine 240 810 1250 1307 1 387 7.6 7.2 4.5 6.1 
Sheep and goats 15 Z1 22 23 24 2.0 3.8 2.8 3.0 
Poultry 196 296 399 426 456 92 8.9 6.8 6.9 
Milk’ 3800 5809 6742 6856 7 062 2.0 1.5 LE 3.0 
Eggs 6859 6790 10311 10620 10779 8.5 TS 3.0 1. 


——— eee 
Source: ECLA, on the basis of figures supplied by the Department of Agronomic, Ministry of Agriculture and Water 
Resources, and by the Ministry of Programming and the Budget. 
“Provisional figures. 
The structure of the product in terms of 1980 current values was as follows: crop farming, 60.8%; li i 
30.8%; forestry, 5.2%; and hunting and fishing, 3.2%. z f 0) RS 
“Thousands of tons. 
Thousands of litres. 
*Millions of units. 
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pport for production of basic foods, launched in 1979 to put an end to dependence on 
ces of food : iplies. 20090 Sry 49 rt ky eseerivag Musial 240 — le sda wb 
Neve: theless, the support given by the Government during 1982 had positive repercussions on 
of productivity whenever farm work was not handicapped by weather conditions. Among the 
s in which this support consisted were preferential agricultural credit to growers of basic 
jucts, investment in access roads and in marketing infrastructure, and, in addition, better 
ntee prices, establishment of insurance systems and distribution of inputs at prices below those 
ted on the market. 
In the regions where the drought was less severe, crop-growing productivity exceeded 
rations, thanks in part to the official support programmes. Although this aid helped to improve 
ie final results of the sector as a whole, in any event the output of the most important basic goods 
rains and oilseeds) dwindled by 12% and 16%, respectively. 
~~ Wheat moved well away from this trend, since the harvest increased by 40% owing toa decision 
» reduce the irrigated area assigned to safflower in favour of wheat, in accordance with the overall 
jective of attaining self-sufficiency in food. 
Production of sugar cane also expanded, by nearly 6%. In contrast with the preceding year, 
ere were no problems with cutters or with mill managements. The output of tobacco likewise 
reased, so that the industrial crops group showed a growth rate of 7% and regained its 1979 levels. 
Production of export crops declined in the aggregate more than that of crops for domestic 
nsumption. In face of unfavourable international prices and a rise in production costs, partly caused 
ie apation and the successive currency devaluations, the Government adopted a policy whereby 
certain areas traditionally sown to export crops were allocated to the sowing of basic products. Cotton 
‘was one of the crops hardest hit, since output dropped by 45%. Furthermore, an attempt was made to 
diversify export markets, but external demand conditions were to some extent responsible for the 
Negative results obtained. This chiefly affected production of coffee (which declined by 5%), melons 
(6%) and strawberries (-45%). Exceptions to this trend were chickpeas and above all, tomatoes, out 
of which expanded by 22%, thanks to government support, and despite the difficulties of placing the 
north-east region’s harvests on the United States market, for which they were almost exclusively 
intended. Sales of tomatoes abroad, however, which are generally made in the first two months of the 
r on the basis of the preceding year’s crop, appreciably contracted, reflecting the unsatisfactoriness 
‘of the 1981 harvest. The end-of-year exchange adjustment, which makes the export of tomatoes 
profitable again, together with the excellent 1982 output, will be bound to result in a substantial 
increase in exports of this product in 1983. 
The stimuli to production were supplemented by other measures which did not favour basic 
products alone. Among these, mention should be made of the enlargement of the irrigated area 
through small-scale irrigation works; the organization and expansion of the non-irrigated districts 
(which were given preferential support by credit institutions), the improvement of the marketing 
structure, in particular construction of access roads and of small silos; the extension of insurance 
coverage, in terms both of amount and of area, thanks to a system of risk shared with the State, as a 
means of guaranteeing investment in areas where the climate and rain régime are very variable. 
Special importance was accorded to the stopping-up of technical assistance, directed towards 
transformation of the country’s traditional crop areas, and benefiting more than half of the national 
territory. 

The increase in livestock production, which in the aggregate was approximately 2.6%, is seen 

‘to have been very unequal if it is analysed by type of livestock. The total volume of slaughter of beef 
cattle amounted to 1.2 million tons in 1982, 6% more than in 1981, while poultry production rose by 
almost 7%. 

Production of milk and eggs continued to expand, although very slowly. In both cases producers 
alleged that the prices fixed, despite the adjustments introduced during the year, were still not very 
remunerative. , 

The high deficit shown in 1981 by the external trade balance on agricultural, forestry, hunting 
and fishing products (US$ 940 million) plummeted in 1982 (to US$ 134 million), as the result of a 
fall in purchases (55%), and notwithstanding the 18% decrease in exports. This outcome was mainly 
due to the good grain crop obtained in the preceding year and to use of the stocks available. It is 
estimated that a saving of foreign exchange to the amount of about US$ 1 billion was achieved 
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through the contraction of basic grain imports alone. The chief contributions to this saving wer 
made by the decreases in external purchases of maize and beans —whose values sank between 1 
and 1982 from US$ 453 million to only US$ 38 million and from US$ 338 million 
US$ 98 million, respectively—, and by the 50% reductions in imports of sorghum and wheat, wl 
implied a saving of about US$ 360 million. 2 a, 
_ In acts 7 oilseeds, too, thanks to the development policy pursued, the trade deficit dropped 
by 29%, mainly because of a decline in imports of cotton-seed and soya. | 

As mentioned above, exports of agricultural, forestry and fishing products contracted by 18%; | 
especially noteworthy were the decreases of 41% in cotton, 39% in tomatoes, 10% in vegetables and | 
32% in melons and water-melons. In contrast, there was an increase in external sales of coffee beans _ 
(4%) and of beef (68%). ‘ Dla | 

ii) Fisheries. This sector met with certain problems which prevented it from attaining the | 
target catch of 2.2 million tons proposed in the corresponding plan. It is estimated that the catch - 
amounted to 1.5 million tons, the same figure as in the preceding year. In that year, however, the 
increase had been 11.6% and abundant stocks of canned products had also been available. Official 
policy had considerable success between 1977 and 1981, a period in which production rose at an 
average annual rate of 17%, climbing from 673 000 tons to 1 565 000 in 1981. : oa 

The slower growth recorded during 1982 was not unconnected with the situation prevailing in’ 
the economy as a whole. Public budget problems and the adjustments in the prices of certain basic 
inputs, such as fuels, had repercussions on production costs by the end of the year. Moreover, the lack | 
of resources for financing fishing activities as a whole made itself plainly felt in 1982, and the 
shortage of working capital, in both private and public enterprises, held up the execution of | 
investment programmes and the entry into operation of certain plants. 

To all this was added the difficulty of bringing in supplies of imported inputs, owing partly to _ 
the shortage of foreign exchange, which was gradually aggravated, especially when exchange controls 
were decreed in September, as well as to the stumbling-blocks encountered by the sector in obtaining 
foreign exchange subject to control. 

Industrial processing of the produce of the sea also felt the impact of the problems described. 
Owing to the difficulties of importing tinplate, which became more acute in the second half of the 
year, there was a drastic slump in canned products, especially tunny and sardines, and a large 
proportion of the catch of these varieties was allocated to the manufacture of meal for animal feeds. 
Furthermore, the increases in production costs were prejudicial to the sector inasmuch as the official 
sales prices for its products were not updated at a similar speed. Since inventories stood at a high level 
at the beginning of the year, marketing of canned sardines and tunny was promoted, sales prices being 
kept relatively low. This contributed both to the expansion of the domestic market and to 
improvement of the population’s diet, in conformity with the National Programme on Basic 
Products (Programa Nacional.de Productos Basicos). But in the second semester, when stocks were 
exhausted, problems were created by the inadequacy of the catch, and supply fell short of the 
expanded demand, the gap becoming even wider in the last quarter of the year. The Programme, 
nevertheless, was unable to provide the sector with the proposed financing at preferential interest 
rates. The Banco Nacional Pesquero y Portuario alone was the object of an adjustment which reduced 
by two-thirds the resources available for credit. Furthermore, the delay in paying the indemnification 
due to shipowners since 1981 on account of the transfer of the shrimping fleet to the public sector 
must have been among the factors militating against timely allocation of these resources to industrial 
processing of the produce of the sea. 

The value of the traditional export species, such as shrimps, rose by 30%, mainly owing to the 
improvement in international prices, which also benefited exports of abalone and lobster. In contrast, 
exports of frozen tunny and other recently introduced species diminished. 

lil) Mining and petroleum activities. Mining. After two years of great dynamism —with 
annual growth rates of up to 15%— mining output declined by over 2% in 1982 (see table 5). 

The general downward trend in mining growth observable in that year was largely influenced 
by external factors, such as the recession and the extremely low prices, since a great deal of mining 
output is earmarked for export. The contraction in domestic demand on the part of several branches 
of production —the motor-vehicle and durable consumer goods industries, steel-making and 
construction— also played a key role. In addition to these depressive factors, which directly affected 
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ibericay Table 5 
MEXICO: INDICATORS OF MINING PRODUCTION 


3970 vecid O7.5.+-01980:, (A98 is 1982), re ee 
1979 1980 1981 1982* 


neral index of mining 


| oduction (1970 = 100) 100.0 112.0 149.0 166.2 162.3 56-100 Mle 2.4 
neral, index excluding copper 100.0 108.8 1216 1243 1164 Tt 1.0 L265 
Precious metals 100.0 87.4 1096 122.4 114.5 22. O08 csiG Melly -6.4 
ee rerraus industrial metals 100.0 100.8 154.7 181.0 187.3 8. Fume 26-7, 17.0 Bye 
_ Metals and ores for ' 
_ steel-making 100.0 142.9 187.5 198.5 185.8 6.8 8.7 5.9 -6.4 
~ Non-metallic ores TOO 1 S522 81255 — 12517 105.8 2.9 6.0 0.3 -17.4 


Production of some 
important minerals 
Precious metals 


sf Gold* , 6166 4501 6096 6319 6084 -5.9 3.1 3.7 -3.7 
~ Silver 1 332 1183 1473 1655 1546 -27 ALP ae -6.6 
Non-ferrous industrial 
metals 
j Lead* 7 LITT 163 146 1H 146 ey 1681 8.1 -73 
Copper 61 78 175 230 ZA0W 22 Diet 63:8 Be SrA 43 
Zinc J 266 229 238 212 232 0.2 <3 Oaee= Wile, 9.7 
Bismuth ara 445 770 656 606 -22.9 Dae lA 8 -7.6 
Cadmium‘ - 1,96imnek Doll 791, 14550 1 444 Gul, 0.7 + -20.0 0.8 
Metals and minerals for 
the iron and steel industry 
Coke*® 1300 2088 2409 2425 2 450 3.9 -7.0 0.7 1.0 
Iron ore 2612 34369 5087 5293 4822 13.69 2259 4.1 -8.9 
Manganese® SO sae 1G) 208. ESE ner Ba 922 295. aol 26 
Non-metallic minerals 
Sulphur® 3S 92 1647 2102 2.077 ~1'8i5 11.4 4.8 S12 11296 
Fluorite® 978 1089 916 925 628 -8.9 47 10 -32.1 
* Barite’ 319 300 269 318 324 347 — 718.2 18.0 1.9 


‘Source: ECLA, on the basis of data supplied by the Ministry of Programming and the Budget. 
“Provisional figures. 

®Calculated on the basis of total, not rounded, figures. 

*Kilograms. 

“Tons. 

“Thousands of tons. 


sales volume, mining companies were faced with financial problems, since they had to begin to pay off 
liabilities in dollars at prices higher than they had expected. 

All this broke into a boom in mining supported by a development programme that implied, in 
the period 1977-1982, investment to the amount of 86 billion pesos, which was applied to new 
projects, as well as to the modernization of installed capacity and to the metal-working industry. 
Thus, in the period mentioned new deposits of silver, lead, zinc, copper, molybdenum, barite, coal and 
phosphoric rock entered production; sulphur and non-ferrous metal mines and plants were 

_ expanded; new electrolytic zinc plants and iron ore concentrators, pelletizers and synthetizers were 
constructed; and non-ferrous metal foundries and copper refineries were substantially enlarged. 

The slump in demand and in international prices had decisive effects on production of 
silver (-6.6%), since 90% of this is exported, and external sales of silver contracted by 48%. Even so, 
Mexico still remains the leading world producer. In the domestic sphere, the exponential rise in silver 
prices, linked to the devaluation of the peso, so seriously affected demand that a great many 
silversmiths’ workshops —perhaps some 10 000— brought their activities to a partial or total 
standstill. 

The fate of industrial non-ferrous metals was much the same. Output of lead dropped by 7.3%, 
and although there was a notable improvement in the value of exports of concentrates (more than 
300%) the same was not true of sales of the refined product, the most important item in lead exports. 
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The price of refined lead fell sharply (-29%), with the result that the value of the correspond 
exports decreased by 26%. a 7a 
The growth rate of copper production slackened to a snail’s pace after the marked dynamism o! 
previous years (in 1982 it crept up by only 4% as against increases of 64% in 1980 and 31% in 1981), 
The reduction of domestic demand left large exportable surpluses in the form of concentrates and 
bars, but, in view of the decline in external demand, exports of the former contracted, although those 
of bars substantially increased. It was also possible to meet more fully refining requirements for the 
processing of electrolytic copper, in which Mexico will shortly be self-sufficient. 
Production of zinc climbed by almost 10%, thanks to the entry into operation of a modern 
refinery which entailed an investment of US$ 175 million. In contrast, output of bismuth went down 
by about 8% and that of cadmium remained stationary. | 
Among ores for steel-making, destined mainly for the domestic market, mention should be. 
made of the decreases in production of iron ore (-9%) and of manganese (-13%), due to the | 
contraction in industrial demand, while output of coke grew by barely 1%. i 
As regards non-metallic minerals, increased production of fertilizers influenced demand for 
sulphur, and prevented the decline in its production(-13%) from being greater still. The contraction 
in production of fluoride was more pronounced (-32%), because exports decreased in view of 
competition from South Africa and the People’s Republic of China in a depressed market. Barite 
production expanded slightly and holds out promising prospects for the opening of a new mine. — 
Lastly, production of salt kept up its dynamic growth, since Mexico possesses one of the biggest | 
natural salt deposits in the world and covers one-third of the international export market. 
Petroleum activities. Petroleum production continued to expand (19%) until a daily average of 
2.7 million barrels was reached (see table 6). Its repercussions on the rest of the economy, however, . 
were less significant than those observable from mid-1980 to 1981. Perhaps this earlier situation of 
intensive interaction might have been prolonged during 1982 if the world fuels picture had not _ 
changed so greatly halfway through 1981 and the internal imbalances mentioned above had not been 
accentuated. 


Table 6 
MEXICO: INDICATORS OF PETROLEUM ACTIVITY 


i 
b 


1979. 1980 1981 1982° Growth rates 
1979 1980 1981 1982* 


Index of extraction of crude oil 


and natural gas (1970 = 100) 287.8 381.8 462.4 544.2 21.9 32.7 21.1 “ig 
Production of main items 
Petroleum® 591 - 779. . 932-1096 21.7 - 32.0 (196) ee 
Crude and condensate Dey) 708 844.71 003) P2150) 32.0 bel Sr 18.8 
Gas liquids 54 71 88 bdo at 0M eis WAN ead 5.5 
Natural gas _ 30 146 36772 41972 43890 13.9 220 141 4.6 
Refined products 358 425 471 444 OF 18.6 108 -5.8 
Gasoline 104 120 132 1270, °H5:9%5 SSS 9.8 39; 
Diesel oil 79 89 98 86 8.5 13.8 »(10:2)-213a 
Fuel oil 87 113 P27 128 =2.0)..\302,eekee Ie 
Others 88 103 114 1052 {17° ee Aled -9.5 
Exports = 
Crude oil 194 302 401 545°" 46.0 "55.3" e327" sone 
Natural gas - 2903 2979 2 684 - - 36> "D9 
Other indicators® 
Proven reserves 45 803 60 126 72008 72008 140 31.3 19.8 - 
Domestic consumption of petroleum 396 477 531 DD lwiad25 347205 Te 3.8 
Source: rie the basis of figures supplied by Petréleos Mexicanos (PEMEX) and by the Ministry of Programming and 
the Budget. 


“Provisional figures. 

Growth rates correspond to total, not rounded, figures. 
*Millions of barrels. 

‘Millions of cubic metres. 
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some observers noted manifest trends towards a decrease in demand for crude 
zed economies of the West, as a result of the economic crisis and fuel-saving and of 
ing t endency to replace petroleum by natural gas and other primary sources of fuels, as well 
stagnation of hydrocarbons consumption in the developing regions —events which were 
anied by a constant expansion of the world supply of hydrocarbons and other fuels. ° 
3 This circumstance, together with direct purchases of crude oil by a likewise increasing number 
countries, gave birth to a freer, but at the same time more unstable, market. 
In other words, the year 1982 witnessed an interruption of what is often called Mexico's “oil 
drome” in 1980-1981, a two-year period in which the abundant foreign exchange generated by 
es of crude permitted: a) a phenomenal expansion of public expenditure; b) the maintenance of the 
ighest rates of economic growth in a world of daily intensifying recession; c) a considerable increase 
1 the imports of goods and services account, for the purpose of eliminating the bottlenecks in 
nfrastructure and in the productive apparatus, supplying demand for basic and also for luxury goods, 
d meeting the requirements entailed by petroleum development itself; and d) the defence of 
eedom of exchange operations and the parity of the peso. 
While it is true that foreign exchange earnings from petroleum sales in 1982 exceeded the 
eceding year’s, this was basically due to a very marked increase in volume (36%), since unit prices 
ell, on an average, almost five dollars per barrel between 1981 and 1982. 
Output of crude declined at the beginning of the year because of violent storms in the south- 
east, but it increased again in the later months, with the result that in December more than 3 million 
‘barrels daily were produced. Thus, Mexico gained fourth place in the world as a producer of crude oil, 
_and avoided the trend followed by the members of OPEC, whose output in that year contracted by more 
than 17%. 
Z, With a 36% increase in the volume of external sales, an average of nearly 1.5 million barrels 
daily was reached, i.e, exactly the figure contemplated in the Energy Plan. This was possible, despite 
“the reduction in world demand, thanks to the sales policy pursued by PEMEX, which also managed to 
_ diversify its markets to some extent (for example, the proportion of sales of crude shipped to the 
United States sank from 82% in 1979 to somewhat less than 50% in 1982). This policy included the 
- jiberalization of certain contract regulations: thus, for example, whereas previously the buyer country 
had necessarily to purchase 50% of “Isthmus type” crude and 50% “Maya type”, thenceforward it 
could choose the combination best adapted to its requirements. The result was that sales of the Maya 
heavy crude notably increased and that some countries, such as Japan, Spain and France, in changing 
their relative position by types of crude, bought between 20% and 30% less than the total specified in 
their respective contracts. 
The fall in export prices was linked to their trends at the world level. After several reductions, 
the price of Maya type heavy crude stood at US$ 25.10 per barrel at the end of 1982 (it had been 28.50 
at the end of 1981), and that of the Isthmus type at 28.37 (as compared with US$ 35 at the same date 
in the preceding year). Thus, the average price of exports during 1982 was US$ 29.10 per barrel, 
US$ 5.6 less than in 1981, with the result that the country’s earnings from this source dropped by 
about US$ 3.7 billion. But thanks to the big increment in the volume sold, the total value amounted to 
US$ 15.9 billion, i.e., 14% more than at the close of the previous year. Thus, the petroleum sector as a 
whole continued to increase its share in total sales of goods, which rose to 77% as against somewhat 
under 73% in the preceding year. 
In 1982, production of natural gas did not quite reach 44 billion cubic metres, expanding by only 
_ 4.6%. This growth rate was a good deal lower than those recorded in 1981 and 1980 (14% and 22%, 
respectively). On the other hand, exports in 1982 decreased by 10%, owing to a certain substitution 
effect deriving from the liberalization of domestic restrictions on the natural gas market in the 
United States, under the aegis of the fall in petroleum prices on the world market and the depressed 
state of demand in general because of the recession in that country. With the drop in exports of 
natural gas, foreign exchange earnings under this head were 9% less than in 1981. 
Owing to the country’s financial circumstances, PEMEX had to suspend 15 programmes 
designed to expand refining activities, and comprising both the construction of new plants and the 
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6 Miguel Wionczek, “Algunas reflexiones sobre Ia futura politica petrolera de México”, Revista de Comercio Exterior, Vol. 32, No. 11, 
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enlargement of those in existence. Consequently, it was able to increase its refining capacity only 
1.4 million barrels daily instead of the 2 million envisaged. re ad 
iv) The manufacturing sector. After four years of steady growth at a rate exceeding 
manufacturing declined by 2.4% in 1982 (see table 7). So negative a result had not previously 
recorded in a sector whose dynamism traditionally outstripped that of the rest. Internal and externa 
factors combined to bring about this contraction, although the former were also affected by the - 
problems with which the Mexican economy was faced in its relation with the international economy. 
The severe constraints imposed by the external sector in 1982 —both commercial and | 
financial— threw into relief the external vulnerability and dependence of manufacturing industry. 
The shortage of foreign exchange and the successive devaluations of the peso were among the reasons _ 
why imports for the sector were halved. This situation, albeit widespread, was particularly acute for | 
those branches which operate with low degrees of domestic integration, and in which the | 
participation of transnational corporations is usually high. a 
Another factor which contributed to the deterioration of industrial production was the notable | 
contraction in domestic demand, which affected consumer and, to an even greater extent, capital | 
goods. In consequence, output of capital and durable consumer goods shrank by 14% and that of 
intermediate goods by 3%; production of non-durable consumer goods, on the other hand, increased 
by 3%. . | 
Financial problems also bore very hard on this sector, particularly on enterprises that availed 
themselves of external financing. Moreover, while the growth rate of bank credits —of which the | 
industrial sector absorbed a significant proportion— had been positive at the beginning of the year, _ 
by the end of December it had gone down to about -30%. In addition, the payment of their dollar _ 


Table 7 
MEXICO: INDICATORS OF MANUFACTURING PRODUCTION 


Indexes (1970 = 100) Growth rates | 
1975 1980 1981 1982° 1979 1980 1981 1982 . 


Index of manufacturing production 140.7. 199.3 213.3 208.2 10.6 Via 7.0 -2.4 
Food, beverages and tobacco 128.7 NGS Sls MAG TT IBS 75 6.0 4.9 4.4 
Textiles 135.1 178.3 190.2 178.8 12.4 ee 67 -60 
Clothing 126.0°" 153.8 1600" =-135:2 oT 3.3 40 -3.0 
Wood 128 Pata? 198.8 195.0 11.4 6.9 29, ee 
Paper ES 2007 2h 21 1 ia i A 2.6 3.6 
Printing and publishing 120.6 D2 183.4 LI/S5P FV AO Bez Vol -4.2 
Rubber products 157.7 £ 8256. dept 254.02) 2796 26 — 15.9! t-L2s aie 
Basic petrochemical products 206.5 325.3 3793 -ADKOL I5S:8 257.166. _ see 
Basic inorganic chemical products 15233 240.1 256.2 248.3 5.6 8.3 6.7 -3.1 
Petroleum products 159.4" 219.3" 246.8 L446" 15.5 ~' Eee ee -0.6 
Non-metallic mineral products 143.3 194.6 203.7 197.4 104 8.8 47 -3.1 
Steel products L399 Se ZOL ORS 2090 19D 8.0 3.4 28) -8.2 
Machinery, equipment and 
metal products 156.4 “7236.1. ee 261.104 227 ad ee 9.6 10.6. <es 

Production of some important 

manufactures 
Beer and malt 143.3 207.0 Derek 2129 14.0 vie: 6.8 -3.7 
Fertilizers _ 149.3 190.5 2559 2098 8.6 6.9° © 23.6" 27 
Man-made fibres 2144 =) 35710009347.8 3374 12.8 7.0 3:0) 72288 
Cast iron — 159 190.5 199.6 174.7 16.6 4.9 48 -12.5 
Motor vehicles 129) SO0a 368.2 21366 | APO p42. weed 2Gen aoe 

Other indicators of 

manufacturing production 
Consumption of electricity 
by industry Zoe 33.4 34.9 SMS, 8.8 4.2 44 2.9 


Source: ECLA, on the basis of figures supplied by the Ministry of Programming and the Budget. 
, Provisional figures. 
Billions of kWh. 
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detracted from the enterprises’ investment resources, despite the Government's decision to 
them the most favourable exchange rate for the servicing of outstanding debts. The clearing tax 
n export items applied by the United States also acted as a constraint. 
» The devaluations in February, August and December did something to restore to manufactures 
rt of their capacity to compete on external markets. In fact, on the northern frontier there was 
st an explosion of sales of specific products to the neighbouring country. But most of the 
prises with export opportunities were unable to react as quickly as was necessary, although by 
end of the year the situation seemed to be improving. 
Nevertheless, despite these apparent advantages, prevailing conditions precluded any recovery 
1 manufacturing activity, except for the speculative demand generated on the northern frontier. 
us, the shortage of foreign exchange, the unstable financial position of enterprises with dollar 
abilities, and the decline in domestic demand proved, in general terms, highly negative factors. 
~ Notwithstanding the unfavourable trends described, results might have been worse, in view of 
e severe external constraint with which the sector was confronted. Indeed, industry showed signs of 
me vitality whenever the force of circumstances drove it rapidly to generate some sort of import 
substitution process in the branches that made most use of domestic raw materials and in those 
Pp ssessing idle capacity. The maturation of some projects —outstanding among which were those 
executed in the basic petrochemicals, fertilizers and cement industries— may also have helped to 
‘mitigate the decline in industrial activity. Lastly, a factor that counteracted the reduction in supplies of 
imported inputs was intensive use of stocks built up in previous years. 
____Production by branch of industry showed substantial differences. The growth rate of the food, 
beverages and tobacco industries was higher than that of the population (4.4%), mainly because of 
‘the dynamism displayed by production of canned and bottled fruit (chiefly for export), alcoholic 
beverages and soft drinks. The textile, clothing, leather and footwear industries declined in the 
aggregate by 3.7%, owing to the long-drawn-out strike which affected output of cotton yarn, and, 
above all, to the effects of the contraction in per capita income on a group of products less 
indispensable than foods. Output of wood and wood products also decreased as a result of the slump in 
demand on the part of construction. The printing and publishing industries remained stationary, but 
thanks to a 60 000-ton expansion of capacity, the manufacture of paper increased by 5% and that of 
“newsprint by 11%, although the stagnation of pulp production and the inability to import caused 
‘serious supply problems. Furthermore, publishing, despite the programme for its promotion, 
“dropped by 30%, partly on account of its dependence upon inputs from abroad and partly because of 
its sensitiveness to changes in the purchasing power of the population. 

Basic inorganic chemical products suffered a setback of 3%, owing toa falling-off in production 
of hydrochloric acid and hydrofluoric acid in consequence of the sharp contraction in external 
demand, upon which nearly 80% of these items depends: similarly, production of sodium carbonate 
decreased —on account of a decline in the glass industry, its main purchaser— and so did that of 
magnesium oxide and chloride. Production of sodium tripolyphosphate, however, significantly 
increased, owing to the notable expansion of the soap industry; output of caustic soda and sodium 
sulphate also rose. Moreover, during 1982 substantial investment in the manufacture of sulphuric 
acid and phosphoric acid matured, guaranteeing a high level of production of fertilizers. 

The basic petrochemical industries expanded by 11%, by virtue of an exceptional upswing 
(32%) in output of ammoniac, which placed Mexico in the position of first world producer. 

Production of other petrochemicals followed the same dynamic trends as in recent years, under the 

impetus of the abundant investment which in previous years had been channelled into the sector; 
output of some of these items, however, deteriorated, owing to the slackened pace of work on the La 
Cangrejera petrochemicals complex and to the lack of foreign exchange for the purchase of imported 
inputs. During the year the subsidies transmitted by the basic petrochemicals industry (State-owned) 
to the secondary petrochemicals industry (private capital) were suspended when the prices of the 
latter's products shot up by between 50% and 100%. Output of fertilizers covered 90% of domestic 
demand, in the framework of the agricultural development strategy introduced by the preceding 
government, which had appreciably boosted their use. Lastly, production of inner tubes went up by 
11%, despite the pronounced decline in the motor vehicle industry, because of the increase in demand 
for spare parts, and partly, too, in external demand. 
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Production of non-metallic minerals, which is linked to construction trends, fell by 3%. Ir 
contrast, a 7.3% increase in cement manufacture resulted from the entry into operation of previ 
investment projects which expanded installed capacity by 25%. Output thus easily satisfied the 
demand deriving from countless construction and road works which were completed when the last 
government ended its term in office, as well as from residential building called “informa 
construction”, and self-help construction, which would seem to have followed a dynamic trend. Some 
exports, also, were effected, although they were limited by transport and port management problems. 
and domestic production was substituted for external purchases of certain types of cement. 

A decrease of somewhat over 8% in the production of the basic metal industries was primarily | 
due to the contraction of demand. The biggest drop (-12.8%) was experienced by metal products, 
machinery and equipment, mostly investment goods. Among these, the largest reduction was shown | 
by the motor-vehicle industry —assembly and car parts—, and next came electrical machinery a 3 i) 
equipment. ‘si 

In short, manufacturing industry had a difficult time in 1982. Although in the first quarter the 
dynamism inherited from previous years persisted and sizable investment continued to be placed, as_ | 
the year advanced the picture underwent a radical change. Outstanding among the first measures of 
defence put into practice by the Government was the support given to small and medium-sized 
enterprises, because of the source of employment they represented; and, as far as possible, 
entrepreneurs were accorded facilities, through the preferential exchange rate, for external debt 
servicing on less unfavourable terms, with the aim of keeping industry going. Expansion plans, 
however, were seriously affected by the overall situation described above. 

v) Construction. The construction sector declined by almost 4% in 1982, after having kept up 
an average growth rate of 12% in the past four years (see table 8). This falling-off was entirely due to 
the drop in public-sector construction, since that of the private sector slightly increased (2.6%). | 
Apparently, however, a substantial volume of completed buildings could not be sold during the year, | 
because of the economic depression itself. Besides, to this and the recessive situation of the world _ 
economy was added Mexico's change of government at the end of the year, an event which as a general | 
rule detracts from the continuity of many public works. 

As was to be expected, the downward trend of construction disseminated its negative effects 
throughout other important branches of the economy, such as the branches of manufacturing 
supplying inputs for construction —the iron and steel, non-metallic minerals (except cement, output 
of which increased), copper and wood industries— and, of course had repercussions on employment. 

In this setting, the group of construction firms making up the Chamber of Construction —the 
members of which include the leading companies in the sector, whose production is designed to satify 


Table 8 


MEXICO: INDICATORS OF CONSTRUCTION ACTIVITY 


Growth rates 


17> 1980 1981 19820, ee 
1979 1980 1981 1982* 


Index of volume of production 142:1 © 206.0 © 229.3.) 220.4) a: 1312560 Ss ee 


Production of some of the most 
important building materials’ 


Reinforcing rod 906. 1439 =1)51741 A136). 433.0 0019.6) TSA 
Seamless steel tubes 200 241 251 273 ODN). 4.2 85 
Copper wire and cables 41 sy v9 33. 369 . 66 383. 235m 
Cement ME G2 2G 243 Fie 7S ele 8.0 7.0" * NOY. Te 
Refractory brick 148 246 242 180" = 25:0 0.4 -18 -25.6 
Flat glass 56 86 85 8310.7 3:6 oh? sie 
Employment’ 1 151 1 687 1 881 1802 12.3 12.7" 115" ea 
Source: obs on the basis of figures supplied by the Ministry of Programming and the Budget and by the National Chamber 
of Cement. 


F se ; 
Provisional figures. 
b 

Thousands of tons. 
‘Thousands of persons. 


436 


MEXICO 


large extent (80%) public sector demand— reduced their activity on a scale commensurate with 
decrease in public investment in construction. This activity also had to face a rise in costs which 
affected its liquidity levels, since the increased costliness of inputs and financial liabilities prevented 
at times, from operating at a profit, in view of the sales prices previously agreed upon. 
urthermore, the speeding-up of inflation meant that advance payments received on account against 
works for which estimates had been prepared and accepted earlier, were no longer sufficient. 


Furthermore, public construction almost came to a standstill in the last quarter of the year, 
arily on account of the constraints deriving from the petroleum and petrochemicals sector. 
similarly, there was a slackening of pace in infrastructure, highway, airport and social services works. 
On the other hand, those connected with electric energy, rail and maritime infrastructure, transport 
services and the supply of drinking water were given priority. 
z In contrast, the private sector undertook a number of works. The so-called “informal sector”, 
which comprises many small firms and own-account builders, was able to satisfy a brisk demand for 
works which had been postponed during the boom years of construction, because at that time inputs 
had been channelled primarily into major projects, both public and private; with the decline in these, 
a more fluid supply of building materials made it possible to execute works of the type indicated 
above. 
x vi) Basic services. Electricity. During 1982, according to estimates, electric power generation 
capacity showed an increase of 5.7%, representing about 1 000 additional mW. Furthermore, with the 


entry into operation of several steam plants in different parts of the country, a total of 18 390 mW of 
‘installed capacity was attained. 


A 


Although 7.9% more electricity was generated in the year, this was a lower growth rate than 
had been achieved in the preceding year. At the same time, the share of hydroelectric energy in the 
total rose from 27% in 1980 to 31% in 1982 —despite the entry into operation of the above- 
mentioned steam plants— because of the recent incorporation of production units at the big 

-Chicoasen power station on the River Grijalva. Moreover, energy consumption expanded by 11.3%, 
which reflects an improvement in the efficiency of the system, if this percentage is compared with the 
‘increase in gross generation. 
With the object of maintaining the financial balance of Mexico's electricity sector, helping to 
reduce the fiscal deficit, and promoting the efficient use of electricity, a rise in tariffs was authorized, 
which was applied progressively so that it might prove less burdensome for users of the service in the 
‘lower income strata. The increase in question is part of a policy designed to prevent this, like other 
public sector activities, from having to resort to too much supplementary credit. 


Transport. \t is estimated that in 1982 the domestic product of the transport sector dropped by 
almost 5%, owing to the smaller volume of goods transported, as a result of the sharp downturn in 
output of agricultural, mining and industrial products, as well as in construction, and of the drastic 
contraction in the volume of merchandise imported. Other factors which exerted a negative influence 
on transport were: domestic inflation (which pushed up the costs and tariffs of the service), the 
exchange problem (which was reflected in shortages and rising costs of imported spare parts and 
parts); and, lastly, the introduction of exchange controls (which during the last quarter of the year 
restrained outgoing merchandise and passenger flows). 

Motorized freight transport carried over 70% of the merchandise handled and generated nearly 
50% of this sector’s domestic product. For the reasons stated, it was greatly reduced in relation to the 
_ preceding year and consequently had surplus capacity. Railborne freight declined by almost 117%, 
primarily because of the decreases in agricultural and industrial freight (29% and 13%, respectively), 
while transport of mining freight fell by 1% and that of petroleum considerably increased (by 287). 
To judge from partial data, by sea, too, less cargo was shipped, owing to the contraction in 
merchandise trade, although exports of crude oil expanded. 

Overland passenger transport —90% of which was motorized— decreased because of the 
substantial rise in costs and tariffs and the fact that the flow of passengers to the frontier areas of 
Northern Mexico slackened in consequence of the devaluation of the peso. In the Federal District, 
however, transport of this type expanded, since production of buses was primarily designed to meet 
demand for urban transport, a service which was transferred to the control of the municipalities in 
1981, and whose tariffs remained stable throughout the following year. 
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Mexico City’s underground transport system —the “Metro” — completed extensions of 
lines amounting to almost 80 km, and increased its capacity to 1 386 cars, which enabled it t 
5.5 million passengers daily. It should be pointed out that this service has kept the same tariff ra 
since its inauguration in 1970. ogee 

Pisiocet for national airline passenger transport and the service itself likewise decli 
because of the rise in tariff rates, the. long-drawn-out labour strike in one of the country’s two maj 
airlines, and also, up to a point, the decrease in the population s purchasing power. Internatio 
airborne transport was affected both by the devaluations and by exchange controls. Conseque ly, 
somé international airlines ceased to operate in Mexico or reduced the frequency of its flights, or 
account of the much smaller outflow of passengers abroad. 4 

An important event which took place at the end of the year was the inauguration of the 
Multimodal Trans-Isthmus Service (Servicio Multimodal Transistmico) —a State enterprise 
which established road links between two major ports on the Atlantic and Pacific coasts, and which | 
transported mercharidise freight in containers. > ie ae a | 

The overall downward trend in the transport sector’s activity was reflected in its turn in a_ 
contraction of demand for equipment. Consequently, production of motor vehicles dropped sharply; 
thus, while output of trucks dropped by 26.5%, that of tractors for trailers fell by 60%. Similarly, the 
manufacture of bodywork for trucks was reduced by 22%, for trailers by 50%, for imported buses by 
86% and for tugs by 33%. Construction of railway coaches also decreased by 12%. In contrast, the _ 
manufacture of cars for the Metro increased by 72%; that of autobuses, by 10.5%; that of trailers by | 
almost 14% and that of bodywork for urban autobuses, by 12%. i 

vii) Domestic trade. During 1982, the gross product generated by trade was reduced by 2.4%, | 
in contrast with an increase of almost 9% in 1981. This decline was basically caused by the contraction 
of the domestic market, resulting in its turn from the drop in the population’s income levels and the 
spread of unemployment, as well as by the exceptional rise in prices, which eroded the purchasing — 
power of the population. To offset this rise, purchases were made ahead of requirements, especially in 
the case of durable consumer goods, of which considerable stocks had been built up in previous years, — 
by virtue of the facilities then available for importing inputs for their manufacture, and of the _ 
overvalued exchange rate. 

As a result of the critical economic situation prevailing in 1982 and in particular after the 
February devaluation, a number of problems were created in local trade by the accentuation of 
speculative practices in a climate of inflation. In face of the expectations of a bigger devaluation of the 
currency, industrialists and dealers used part of their capital to accumulate stocks in an endeavour to 
protect their profits, a move which speeded up inflation still more as shortages of some goods 
occurred. 

Together with the stockpiling of final goods came the stagnation of inventories of intermediate 
goods, which affected the manufacturing sector. Another factor which had repercussions on the levels 
of trade activity was the shortage of financing (credit throughout the whole banking system of this 
sector expanded by only 1.6% in nominal terms), which was detrimental both to the liquidity of 
dealers and to the replenishment of their inventories. 

Particularly serious was the problem of supplies in the frontier areas of Northern Mexico, a 
result of disequilibria in relative prices, mainly in the case of products which, because they were 
subject to price controls or were subsidized by the Government, were in great demand among the 
population on the other side of the frontier. 

On the occasion of the February devaluation, the authorities introduced price controls for 5 000 
products, which were maintained throughout the whole year. At the end of December the controls in 
question were reviewed and were applied only to 300 basic items. 

Retail trade, which ts partly carried on by the State through the Distribuidora CONASUPO, S.A. 
(DICONSA), was still oriented towards fulfilling not only its supply function but also those of market 
regulation and income redistribution in the rural sector. During 1982, DICONSA increased the value of 
its sales by 74%, bringing it up to an amount approaching 65 billion pesos. Nevertheless, in 
consequence of the budget restrictions by the Federal Government, in real terms sales values 
decreased by over 12% in relation to the preceding year’s figures. Owing to shortfalls in industrial 
production, especially of popular consumer goods such as oil, salt, milk, biscuits and detergents, inter 
alia, the State enterprise encountered serious supply problems. 
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E _ The structure of DICONSA’s sales in the urban and rural sectors was the same as in the preceding 
Par (87.6% in the former and 21.4% in the latter), despite the closing-down of 1 305 shops in the 
‘reas, in compensation for which 1 930 units were opened under a joint programme run by 
NSA and the Co-ordination of the National Plan for Depressed Areas and Marginal Groups 
dinacién del Plan Nacional de Zonas Deprimidas y Grupos Marginados (COPLAMAR). Thus, the 
umber of shops in Mexico rose by 7% during 1982. 
The part played by CONASUPO in supplying and regulating the basic grains markets is 
lighted by the fact that in sales of maize it accounted for 26% of the national total, and in 
hases for 38%; in the marketing of beans, its corresponding shares were 42% and 54%; in that 
heat, i and 64%; in that of rice, 50% and 38%; and in that of sorghum , 25% and 19.5%, 
ectively. 


i 3. The external sector 


By ihe year 1982 the trends followed by the main economic variables in preceding years suffered an 
interruption, whose disturbing effects included the aggravation of the financial difficulties which had 
been besetting the country and which were most painfully apparent in the external accounts. 
From this standpoint, several facts stood out as causes of the radical external imbalance, but 
financial predominated over commercial factors. In contrast with the traditional course of events, in 
1982 a surplus of almost US$ 6.7 billion was obtained on merchandise trade, whereas in 1981 a deficit 
of 3.9 billion had been recorded. This reversal of the trend was the result of a drastic contraction in 
imports, consequent upon the decline in domestic demand and upon restrictive measures adopted by 
the Government, as well as upon the still dynamic behaviour of petroleum exports. The decrease in 
external purchases affected almost all sectors of the economy, which just in the last four years had 
opened up considerably to the outside world. 

In its turn, the balance on non-financial services (in particular tourism and frontier 
transactions) became positive. But interest payments on the external debt to the amount of about 
US$ 10.5 billion not only cancelled out the trade surplus, but were partly responsible for the deficit of 
nearly US$ 2.7 billion shown in the balance on current account. Deviating from the traditional trend, 
the capital account proved insufficient to cover this deficit —the “errors and omissions” item alone 
exhibited a negative balance of over US$ 5 billion, partly reflecting the enormous outflows of capital. 
Thus, international currency reserves diminished by rather more than US$ 2.9 billion. 

The year 1982 was marked by the discontinuance of the policy of overvaluating the Mexican 
currency, whose value in relation to the dollar dropped by over 80% after the succession of parity 
changes that had taken place in the course of the year. 

In short, the external sector became so great a constraint upon economic growth that Mexico 
was obliged to have recourse to the International Monetary Fund for the second time in the last ten 
years. In addition, the Government was compelled to apply to the international financial community 
for a moratorium of 90 days and the renegotiation of its debt expiry dates. 


a) Merchandise trade 


Merchandise trade abruptly swung away from the trend it had followed in recent years, when 
‘the expansion of the economy had been accompanied by a persistent upsurge in external purchases. 

Thus, after a fourfold increase between 1977 and 1981, the value of imports of goods dropped by 
37% in 1982. This downturn was exclusively due to the contraction of the quantum, which fell by 
almost 38% (see table 9). Apparently, the stockpiles built up in previous years prevented the decline 
from causing worse distortions in the production apparatus, at least during most of the year. 

i) Exports. The year 1982 also witnessed an interruption of the prolonged upward movement 
in the value of exports. After soaring at an average annual rate of 40% between 1977 and 1981, the 
value of external sales of goods rose by only a little over 7%. In contrast with what happened in the 
case of imports, this slowing-down of the growth rate was due to the evolution of the average price of 
exports, which fell by more than 9%. The volume of exports, on the other hand, increased by 18%, 
i.e., much more intensively than in 1981. 
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The decrease in the unit value of external sales reflected the effects of the fall in inter 
prices for crude oil, and, also, for most of Mexico's export commodities, which were adversely a 
both by the contraction of demand attributable to the recession in the industrialized economies, 2 
by the rise in the dollar on international exchange markets. The price decline was particularly ma: 
in respect of tomatoes, fresh fruit, pulses, sulphur, ammonia, and refined lead and zinc. Only a 
products —coffee, for instance— commanded higher prices. But the downturn of most significance 
from the standpoint of its repercussions on the economy was that of the price of hydrocarbons. 

The expansion of the physical volume of total exports, in its turn, was due to increases in the 
volume of sales, moderate in the case of non-petroleum products, and amounting to about 36% iv 
that of petroleum and petroleum products. As from July 1981, the month in which petroleum exports | 
dropped to their lowest level, these sales began to expand, thanks to a more dynamic trade policy. | 
Even so, the value of petroleum sales rose by only about 14%, much less than in recent years. This was | 
attributable to the fall of US$ 5.6 per barrel (16%) in the average price received. As a result of the | 
increase, the relative-importance of sales of hydrocarbons in total exports of goods considerably 
improved for the sixth consecutive year, reaching 77% (see table 10). 

The value of other external sales dropped by 9%, owing to the 12% decrease in the value of 
exports of agricultural and mining products, and to the stagnation of manufactures. 

Although the growth rate of the unit value of imports was one of the lowest in recent years, the 
steep downturn in the price of exports caused a deterioration of 10.5% in the terms of trade. 

ii) Imports. The drastic decrease in the value of imports of goods was especially marked in | 
consumer goods, which contracted by 46%. Outstanding cases in point were afforded by the fall in — 
purchases of basic grains, as a result of the satisfactory 1981 harvest, and, among durable goods, by the 
notable reduction in imports for the motor-vehicle industry. Purchases of all types of intermediate 
goods also dropped sharply (-38%). The counterpart of the contraction in investment expenditure, _ 
both public and private, was a pronounced slump in purchases of capital goods from abroad (-40%), | 
affecting both agricultural and industrial machinery (see table 11). 7! 

Trade policy instruments had to be adapted in the course of the year to the exercise of control | 
over purchases of goods. From 1981 onwards import controls began to be stepped up —mainly © 
because of the problems arising out of the shortage of foreign exchange— by means of prior permits 
for purchases whose relative share in total value was greatest. This regulatory instrument was _ 
subsequently extended to the whole of the General Import Tariff, with the introduction of exchange _ 
controls in September 1982. The situation remained the same until early 1983, when about 300 items | 
covering intermediate goods of frequent use in the production apparatus were liberalized. 


Table 9 
MEXICO: MAIN FOREIGN TRADE INDICATORS 


1977 1978 1979 1980 1981 1982" 


Growth rates 
Exports of goods, FOB 


Value 32.5, Sas 48.9 74.6 22 72 
ae 20.2 30.2 y Wine 24.9 5.5 18.2 
nit value 10.2 4.2 26.7 : - 
Imports of goods, FOB a ey a 
Value -2.5 42.1 51.8 52.9 24.9 -37.0 
A ese ar Bee sas 35.3 18.1 -37.8 

: ol |B : 
Terms of trade, FOB/CIF TO es ee rie on sa 
Indexes (1970 = 100) 

Terms of trade, FOB/CIF 229 118.6 132.5 164.3 

: ; : : : 179.6 160.7 
Purchacing power of exports of goods 184.7 233.4 
Purchasing power of exports of goods j Se Wale ee 
and services 153.6.4, -10hA 246.3 340.5 387.8 3769 


Source: ECLA, on the basis of official statistics. 
Provisional figures. 
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MEXICO 
Table 10 
MEXICO: EXPORTS OF GOODS, FOB’ 


oe Milli Percentage : 
4 Millions of dollars hreakanwn Growth rates 
‘ 1980 1981 1982” 1970 1982’ 1979 1980 1981 1982” 
Total exports‘ 16241 19 837 21270 100.0 100.0 48.9 746 22.1 7.2 
4 drocarbons 10306 14 440 16 361 26" 169 M1145"? 1669 “4012 61333 
Petroleum and petroleum 
_ products 9 857 13 916 15 883 2.6.3 Jad « 45615535, 4i2eandd 
_ Natural gas 449 524 478 - 22 = RAST! -8.8 
Non-petroleum products S95 397 S000. 997.4). 23.1200 224 = 99.1% 29? 90 
_ Main traditional exports 1693 1658 1460 30.5 OD yee 25a et SO n= 2. ee 
_ Coffee beans 415 334 345 6.0 1.0. 49:0" 278 2195 33 
Shrimps 383 4348 = 453 44 pe em 64 -9.2 30.2 
~ Cotton 321 309 ~=—s-« 184 8.6 0.9 0.3 3.5 -3.7 -40.4 
Tomatoes 185 250 154 735 0.7 45 -106 35.1 -384 
_ Pulses and fresh vegetables 172 198 178 0.8 OB: © 525° 417 = re 
' Fresh fruit 109 84 72 2.0 0:3 > 29.3124 = -22°O e143 
Sulphur fos - 13952 74-9 “ones 04 81. peais> 25.052 
Main non-traditional exports W202 1 064.0 16071" 153 5.0 13.0 184 -11.5 0.7 
Mechanical and electrical 
machinery and equipment 475 398 321 4.2 1-5 43 644 -162 -19.3 
Parts for motor vehicles 284 271 404 ad LS eee- Oe 5.2 -see-4365 4491 
Automobiles and trucks 128 110 81 - 04>. 721 94 -141 -264 
Vegetable and fruit 
preparations 124 112 130 1.1 OOP 10:08 asst oF net 
Ammoniac 90 124 102 - 05. 258:0 2-13.92 378 eer. 
» Refined lead 55 30 22 1.8 0.1 50.0 -23.6 -45.4 -26.7 
"Refined zinc 46 19 11 0.7 w hil -17.9 —-38.7 -42.1 
Others® 3040 2675-2378. 516 11.2 — 245,..235,7- --12.0..-11.1 


Source: ECLA, on the basis of figures supplied by the Banco de México. 
“Excluding sub-contracting. 

Provisional figures. 

“Including uncoined gold and silver. 


With the aim of containing external purchases in the first two months of the year, increases in 
tariff duties were decreed. After the devaluation in mid-February the growth rate of imports declined, 
and a process of tariff reductions was started with a view to lowering domestic costs of imported 
goods and thus mitigating their effects on domestic prices. These reductions were applied primarily 
to inputs in common use and to items where the tariff had reached very high levels. This policy did 

- not last long (barely two months), at least with respect to the tariff as a whole, owing to the fact that 
in the period mentioned the peso once again became overvalued because of the rise in domestic prices. 

The generalized exchange controls decreed on 1 September furnished trade policy with an 
instrument, additional to the prior permit, for the management of the available foreign exchange. 
This consisted in the establishment of a dual exchange system with an ordinary exchange rate 
(70 pesos to the dollar) and a preferential rate, applicable to priority imports (50 pesos to the dollar) 
(see table 12). Even when the generalized exchange controls decree was abrogated on 13 December, 
and a system was established which provided for a “controlled” rate for imports (lower than the free 
rate), the criterion of according priorities to basic goods in the granting of both permits and foreign 
exchange was maintained. Next in order of importance came goods for the operation of existing 


industries, and then capital goods. 
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b) Services trade and factor payments Dabsie ye 
The effects of the change in the merchandise trade balance on current account were t 
neutralized by interest payments, which increased considerably as a result of the huge external | 
contracted in the immediately preceding years and the high level reached by interest rates on i 
international financial markets. Thus, in 1982 the public sector disbursed under the head of interest — 
the sum of US$ 7.75 billion (2.2 billion more than in 1981) (see tables 13 and 14). ts. 
Both income and expenditure on account of tourism decreased, although the latter did so toa i 
greater extent, so that the positive balance rose from US$ 100 to 1 100 million between 1981 and | 
1982. Owing to the adjustments of the exchange rate which took place during the second half of the | 
year, there was a considerable reduction in the outflow of tourists, whose total expenditv re 
diminished by one-third in relation to the corresponding 1981 figure. On the other hand, the | 
potential positive influence which devaluations might have exerted on the inflow of foreign exchang 
through tourism was offset by the aggravation of the recession in the United States and by the decli 
in average expenditure per tourist, measured in dollars. Furthermore, the increasing competition 
from other tourist areas, both in Europe and in the Caribbean, had adverse effects on tourism in | 
Mexico. Towards the end of 1982, however, tourism: resumed its former dynamic role. 


Table 11 
MEXICO: IMPORTS OF GOODS, CIF’ 


Percentage 


Growth rates 
breakdown 


Millions of dollars | 
1980 1981 1982" 1970° 19827 1979 1980 1981 19827 | 


Total imports 10 496 25 127 15122 100.0 104.2 516 529 § 28.9 -39%me) 
Consumer goods 2426 2809 i519 9.4 10.5 124.2 142.1 15.8 -45.95) 
Sugar 562 360 141 sit 1.0 = .. - 35.9. GOES | 
Beans 241 338 98 se 0.7 “e .. 40.2. -7CGR| 
Milk 186 227) 145 ss 10 73.0 1906 220 -3628) 
Automobiles 155 182 94 3 0.7 323.1 409 174 -484 | 
Butane and propane gas 145 151 109 x 08° 2547 193.6 4.1 “=2708 
Intermediate goods 11 028 13545 8400 58.8 579 38.3 489 22.8 -38.0 
Automobiles components 949 1 004 583 As 40 284 207 5.8 -41.9 
Maize 589 453 38 a5; 0.3. -37.0. 477.5... -23.1 .-9he 
Iron and steel sheets 564 497 298 = 2.1 304 139.0 -119 -40.0 
Spare parts for automobiles 
and trucks R14 = D)2 296 Ke 2.0 743 578 476 -464 
Sorghum 308 = 432 195 13 -06 925 403 -549 
Parts for electrical 
installations 270 399 284 # 2.0 56.15 517 47 See 
Chemical products for industry 222 270 206 a 14. 41:1" "2210" 21:6, ae 
Paper and cardboard 206 ils) 136 bas Oy ae = Sie eo) -6.8  -29.2 
Capital goods 5 032 7576 4502 30.8 31.0 806 40.7 50.6 -40.6 
Metalworking machinery 409 716 606 es 42° SOT Pot el eee 
Textile machinery 337 417 252 ae yi 56.8 32.7 23.7 -3916 
Drilling machinery 327 502 176 d.. 12 ..160.4> » 18.5 9 57.5ie. +648 
Pumps 299 482 284 det 2. OR OSS 10.7 61.2 -41.1 
Aircraft and aircraft part 274 523 V7 s 12) 2 945) 2 ea8.! 17.9 -47.1 
Agricultural tractors 186 127 39 Bs 0.3 100.0 11 ~=31-7~ 269% 
Unclassified goods 65 109 90 1.0 0.6 -26.9 -57.2 67.7 -174 
Total imports, FOB 18 551 24 039 14 512 vq) 100.0 , 51.9, 09) 52.8%> 29.65 e=50u 
Public sector 6754 8822 5 309 » 36.6. 418. 67.6 \-30:6). =30m8 
Private sector L797, LS 2179 202 me, OF 97.5078 45.) SSO) ae 
Insurance and freight 945 1088 #610 = 42 "45.6 54.9" D1 ee 


— 
Source: ECLA, on the basis of figures supplied by the Banco de México and the Ministry of Programming and the Budget. 
“Provisional figures. 


’ Figures calculated on the basis of CIF values. 
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a | MEXICO 
aa Table 12 
MEXICO: EVOLUTION OF OFFICIAL AND PARITY EXCHANGE RATES 
(Index 1976 = 100) 


Wholesale price Relation 


Official A 
exchange index (average Parity perms 
Pate for the period) exchange Mad parity 
z (pesos per Wied «eS exchange 
dollar) Mexico ene 19.95 x (2/3) 
oF: States a ie (5) 
% (1) (2) (3) (4) (5) 
7 . ee a ee 
J 
1976 19.95 100.0 100.0 19.95 100.00 
1977 22.74 141.1 106.1 26.53 85.71 
1978 22.72 163.4 114.4 28.50 79.72 
1979 22.80 135 128.8 29.94 76.15 
1980 23.26 240.5 146.9 32.66 (pres: 
1981 26.23 299.5 160.4 37.25 70.42 
1982 
First quarter 45.53 363.2 163.0 44.45 102.43 
‘Second quarter 48.04 419.8 163.2 Silleeys 93.61 
July 48.92 456.2 164.2 55.42 88.27 
~ August : 104.00 514.4 164.2 62.50 176.40 
J September 70.00 528.1 163.6 64.40 108.70 
* October”, 70.00 549.4 163.8 66.91 104.62 
November 70.00 571.6 164.2 69.45 100.79 
~ December 
Controlled 96.82 640.2 164.2° 77.78 124.48 
Free 148.50 640.2 164.2° 77.78 190.92 
Special 71.96 640.2 164.2° 77.78 92.52 


Source: ECLA, on the basis of figures supplied by the Banco de México. 
gend of period. 
® Another preferential exchange rate of 50 pesos per dollar existed during these months, and its relation with the parity rate 
-was 77.64 for September; 74.73 for October; and 71.99 for November. 

“Provisional figures. 


Another point to note is that effective foreign exchange income from tourism did not coincide 
with the balance-of-payments entries, the reason being that in consequence of the exchange controls 
introduced as from September, a parallel market grew up, with an exchange rate much more 
advantageous than the controlled parity rate. This market, located particularly on the northern 
frontier, supplied Mexican currency to a large number of tourists from the United States before they 
even entered Mexico. Thus, to an appreciable extent, the national foreign exchange market was 
replaced by a peso market abroad. 

In addition, subcontracting activities in the frontier area increased considerably, as production 
costs were brought down by the decrease in wages and salaries due to the devaluations. Since wage 
contracts were drawn up in domestic currency, however, the dollar income under this head dropped 

‘perceptibly in relation to 1981 (from US$ 980 to 780 million), so that despite the expansion of 
activities in United States industry operating on the Mexican side, there was no commensurate 
increase in the absolute value of foreign exchange inflaws into the country. Moreover, in respect of 
frontier transactions the same sort of thing happened as in the case of tourist flows, inasmuch as both 
inflows and outflows of foreign exchange diminished. 

Income from the provision of various services on the frontier —among which outstanding 
examples were medical attention, automobile repairs, and entertainment— decreased not only 
because the United States population had less income available for such purposes, but because of the 
above-mentioned effect of the devaluations, since services, in terms of dollars, became cheaper. 
Lastly, both income and expenditure deriving from transport and insurance services fell by 15 % and 
30%, respectively, in consonance with the contraction in volumes of trade. 
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MEXICO: BALANCE OF PAYMENTS 
(Millions of dollars) 


Balance on current account 
Trade. balance 
Exports of goods and services 
Goods, FOB 
Real services 
Transport and insurance 
Travel 
Imports of goods and services 
Goods, FOB 
Real services 
Transport and insurance 
Travel 
Factor services 
Profits 
Interest received 
Interest paid 
Work and ownership 
Unrequited private transfer payments 
Balance on capital account 
Unrequited official transfer payments 
Long-term capital 
Direct investment 
Portfolio investment 
Other long-term capital 
Official sector‘ 
Loans received 
Amortization payments 
Commercial banks‘ 
Loans received 
Amortization payments 
Other sectors” 
Loans received 
Amortization payments 
Short-term capital 
Official sector 
Commercial banks 
Other sectors 
Net errors and omissions 
Global balance 
Total variation in reserves 
(- sign indicates an increase) 
Monetary gold 
Special Drawing Rights 
IMF reserve position 
Foreign exchange assets 
Other assets 
Use made of IMF credit 


Table 13 


-7 687 
-1 816 
23931 
16 241 
7 290 
450 

5 200 
25 347 
18 551 
6 796 
1931 
4178 
-6 002 
-1 283 
981 
-5 435 
-266 
132 

8 593 
144 
(eto 
1 846 
-71 

5 484 
655 
E153 
-498 

heal a) 
2551 
-1 426 
3 704 
+ 320 
-1 627 
3 284 
-51 
2353 
1 003 
-2 092 
906 


-1 037 
of 
56 
-128 
-727 
-100 
-136 


Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 


4 4 : 
Provisional figures. 


Real services also include other official and private transactions, but exclude factor services. 
In addition to loans received and amortization payments on these, this entry includes net loans granted and other assets and 


liabilities. 


The global balance is the sum of the balances on the capital and current accounts. The difference between the total variation 
in reserves with the opposite sign and the global balance represents the value of counterpart items: monetization of gold 
? 


allocation of Special Drawing Rights and variations due to revaluation. 
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MEXICO 
sino . Table 14 
MEXICO: INDICATORS OF EXTERNAL INDEBTEDNESS 


1977 


1978 1979 1980 1982° 


Millions of dollars 


ances outstanding 22 912 26 265 29 757 33 813 53 007 60 500° 
bursements 5 607 7 617 10 778 L119 22 867 10 505 
ervices 3 837 6 287 10 174 7 681 9171 10 762 
eet azation payments 2 ie 4 264 7 286 3 723 3 673 3 012 
Mterest payments 1 542 2 023 2 888 8 
4 obal external debt gc ae ce 
Balances outstanding 29 894 33 946 39 685 49 349 72 007 81 350 
_.Medium- and long-term 23 676 28 869 33 279 39°779 Sicls7 58 383 
pe Port-term 6 218 5 077 6 406 9 570 20 870 22 967 
Disbursements 6 611 8 791 14 794 14 252 28 942 14 655 
Servicing ; 5 202 743 Ul 121792 10 025 14 952 15 812 
_ Amortization payments oo del 4 739 9 055 4 588 6 284 ony he 
A Interest payments Laie 2 572 a Fay 5 437 8 668 10 500 
3 Percentages 


‘Relations 
Global external debt*/gross 


domestic product 26.4 25.8 25.4 26.6 32.9 35.4 
Global external debt servicing/ 

exports of goods and services 66.8 68.1 84.8 42.6 528 55.4 

Global external debt servicing/ 

disbursements 78.7 83.2 86.5 70.3 Silay 107.9 

Global external debt servicing/ 

gross domestic product 4.6 5.5 8.2 5.4 6.8 6.9 


ee <A 
Source: ECLA, on the basis of figures supplied by the Banco de México and the Ministry of Finance and Public Credit. 
“Provisional figures. 
* ° Approximately US$ 7 billions should be incorporated into this balance, as corresponding to the private banks at the data of 
their nationalization (1 September 1982). 
, ©The reference is to balances outstanding. 


©) Financing of current account position and external indebtedness 


Although the deficit on current account plummeted from US$ 13 billion in 1981 to 
US$ 2.7 billion in 1982, the fall in net income from loans and investment, together with an 
unregistered outflow of capital estimated at about US$ 5 billion, resulted in a decrease of more than 
US$ 2.9 billion in the international reserves of the Banco de México. This decline —the first recorded 
since 1977— brought down the end-of-year level of reserves to little over US$ 1.8 billion.’ 

According to provisional figures, the total net inflow of capital is estimated to have reached 
US$ 4.7 billion, a much lower figure than in 1981. The loss was noted in both long-term and short- 
term capital, and was greater in the latter case since net income under this head dropped from 
4 billion to -3.8 billion. It should be recalled that while short-term capital inflows in 1981 served 

' largely to offset the decrease in foreign exchange earnings on petroleum sales during the last half of 
that year, those recorded in 1982 were mainly used to cover payment of the previous period’s 
commitments. ; 

As stated above, the policy of borrowing pursued in the past reached a crisis in 1982. The 
practice of sustaining the marked expansion of imports —and of economic growth in general— not 
only on petroleum activities but on increasing external indebtedness disclosed its limitations. The 
pronounced increase in the debt in 1980, and above all in 1981, a year in which in addition a large 


7In addition, the so-ealled secondary reserve, constituted by credit lines negotiated with IMF and with central banks in the United States 
and some European countries, closed the year at US$ 400 million, a smaller sum than the 1.12 billion recorded in the preceding year, since use 
was made of US$ 700 million under the monetary agreement signed with the United States Federal Reserve System and US$ 220 million out of 


the first IMF credit tranche, inter alta. 
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amount of short-term debts was incurred, made it essential to contract new loans in 1982 in order tc 
cover the liabilities that were approaching their maturities. According to provisional figures, the cota 
external debt, mainly public, amounted to US$ 81.35 billion, i.e., over 9 billion more than in 198 
(see table 14). ; ms are. | 

As from mid-1981 and throughout the whole of 1982 credit terms were gradually hardeni 1g. .| 
The sharp upswing in interest rates signified a heavy additional burden. Nevertheless, despite the : 
country’s financial problems, in the month of June it was possible to obtain —with difficulty— credit : 
amounting to US$ 2.5 billion. These problems reached their climax in August, and it beca ne ! 
necessary to apply to the international financial community for a moratorium of 90 days in respect of ' 
interest payments on the external debt, in the framework of the negotiations with IMF that were ! 
concluded three months later and served as a basis for subsequent renegotiation. ® 


4. Prices, wages and employment 


a) Prices | 

Throughout 1982 inflation was one of Mexico's most serious and thorny problems. It was 
essentially an expression of the disequilibria that had emerged in an economy which, for the sake of f 
modernization and growth, had rapidly increased public expenditure and the fiscal deficit for several 
years, despite the continued burden of structural rigidities which restricted the supply and variety of ' 
goods and services available on the domestic front to meet the said expenditure. It also reflected i 
limitations of the anti-inflationary policies which it was sought to apply and the problems of! 
implementing them, explicable inasmuch as Mexico had enjoyed long spells of price stability and had | 
no experience in applying schemes for combating the inflationary pressures that had begun to make : 
themselves felt in 1973 and were gradually intensified in the subsequent years. 

The “petroleum boom”, with the resultant high growth rate of public and private demand ! 
between 1978 and 1981, was not matched by similar increases in the supply of specific goods and | 
services and constituted, in addition to imported inflation, a ponderable element of pressure making ; 
for an annual rise in the overall price index, which fluctuated between 20% and 30%. Although | 
economic policy sought to attenuate the effects of inflationary pressures —freezing the prices of ° 
many products supplied by public enterprises and controlling those of a vast assortment covered by ° 
private concerns—, it gave priority to generation of employment and rapid expansion of the: 
economy. 
In 1982 the overall picture changed completely when the economy stagnated and inflation | 
quickened its pace instead of slackening as, generally speaking, was to be expected in face of so marked | 
a contraction in economic activity. Thus, measured from December to December, consumer prices | 
practically doubled and wholesale prices rose by almost 93%. In terms of annual averages, the » 
increases amount to 59% and 56% respectively (see table 15). The speed with which inflation | 
accelerated as the year went by and the enormous impact of the devaluations can also be clearly seen in | 
figure 2. 

A number of factors influenced the accentuation of inflation in 1982. Outstanding among 
these were the devaluations of the currency, the adjustment of public service tariffs which had 
been postponed for several years, the reduction of a number of subsidies on consumer and 
intermediate goods, and the wage increases determined in January and again in May. To all 
these were added speculative pressures in face of expectations that prices would rise even 
faster, and —notwithstanding the policy-of austerity in public expenditure that had been 
announced— the continued expansion of the fiscal deficit, which was partly financed through the 
Central Bank. The climate of speculation was intensified in the second half of the year, and also did an 
inordinate amount to swell demand for durable consumer goods. 

As stated above, changes in parity produced direct effects on the structure of domestic prices, 
through their repercussions on the local currency cost of imported components, and on export prices, 


8 Mexico's case has been a cause of concern to the international financial community on account of the repercussions that a possible 
suspension of payments on the part of this country would generate, given the magnitude of its operations. Thus, once an IMF credit of about 
US$ 4 billion had been approved for the period 1983-1985, the Mexican authorities succeeded in obtaining from the international private 
banking system, at the beginning of 1983, a consortium credit amounting to US$ 5 billion. These new resources will be allocated mainly to 
payments of interest and short-term liabilities, which means that no resources are likely to remain available for investment. 
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1977 


Table 15 


1978 


MEXICO: EVOLUTION GF THE DOMESTIC PRICES 


1979 


Variation December to December 


umer price index* 20.7 16.2 20.0 

od \ ae 21.6 15.4 20.1 
holesale price index 18.1 15.8 19.9 
Jonsumer goods 23.5 16.7 20.9 
Food 25.4 17.6 20.6 
_ Others 19.1 14.7 21.8 
~ Producer goods 97 143 18.2 
= Variation between annual averages 
Consumer price index* 29.1 17.5 18.2 
A ers : 28.6 16.5 18.4 
Wholesale price index 41.2 15.8 18.3 
Consumer goods 41.8 17.4 AyD 
~ Food 40.5 18.7 199 
— Others 45.0 14.2 19.9 
Producer goods 40.1 13.0 D5 


Source: ECLA, on the basis of figures supplied by the Banco de México. 


“National. 
»In México City. 


1980 


29.8 
29.4 
26.4 
30.1 
Eva 
24.4 
20.5 


26.3 
25.0 
24.5 
26.9 
28.2 
Zou 
20.7 


1981 


28.7 
24.7 
PAG) 
28.9 
27.9 
512 
24.3 


Zio 
26.2 
24.5 
27.3 
28.1 
25.4 
19.8 


MEXICO 


especially after the devaluation in the second half of the year, which was the stage when the inflation 
problem became most acute. Furthermore, in an attempt to boost income with a view to reducing the 
fiscal deficit, gasoline prices —subsidized for years— were raised by 53% in January, 66% in August 
and 100% in December; telephone tariffs also shot up in June and December. In addition, big 
increases were authorized in the prices of various basic products —‘tortillas, bread, sugar, eggs, milk, 
“meat, medicaments, etc.— whose incidence on the cost of living of most of the population is 
‘substantial. Even so, in the course of the year the rise in food prices turned out to be less than the 
increase in prices of other consumer goods and of capital goods, which have a larger quantity of 
imported components and are therefore more exposed to the impact of changes in parity. 


b) Wages 


If in the years of the “petroleum boom” wage policy was restrictive and the purchasing power of 
minimum wages fell by almost 10% between 1976 and 1980, in 1982, a year of serious economic 
difficulties, the situation of wage-earners deteriorated still further, for two reasons. The first was a 
new loss in the purchasing power of minimum wages, which according to estimates may have been as 
much as 4% in the year, and which occurred notwithstanding an average annual increase of 52% in 
minimum wages at current prices; and the second was the growth of unemployment (see table 16). 

Strictly speaking, it is difficult to trace with precision the real behaviour of minimum wages 


during the year. In line with tradition, they 
tendency to make them gradually more unt 


were revised in January, and, in accordance with the 
form, the number of different levels in the country’s 


89 economic areas was reduced from eight in 1981 to five in 1982. This first revision implied an 


average increase of 34.2%, a rate exceeding that o 
following upon the impetus acquired by inflation in the firs 


and 30 000 pesos, and at 10% for the highest wages. This measure, bes 


which it was hoped to achieve by the Februar 
process. It is estimated that about 40% of enterprises complied with this recommend 


f inflation in the preceding year (28%). But 


t two months of 1982, the Government 
recommended that further increases should be granted, retroactive to 18 February. These were set at 
30% for minimum wages and those of up to 20 000 pesos a month, at 20% for wages between 20 000 
ides creating confusion as to 


how far it was mandatory, neutralized, at least in part, the improvement in the real exchange rate 


y devaluation, and tended to stimulate the inflationary 
ation in March 


and that gradually others did so until in November its adoption was generalized, by which time the 
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Monthly variations 


JFMAMJJ ASONDJFMAMJJASONDJFMAMIJJASOND 
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Source: ECLA, on the basis of official information. 
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MEXICO 
ant Table 16 
= MEXICO: EVOLUTION OF WAGES AND SALARIES 


1978 1979 


Index (1976 = 100) 


nimum wages and salaries 
‘nnual averages 


es aes 1995 261.2 397.3 
‘ ‘ 88.1 5; 
onth of December oc mee 
a 124.8 145.7 171.6 224.6 391.3 
a 89.0 86.5 78.4 79.7 70.0 
4s Growth rates 
‘Minimum wages and salaries 
Annual averages 
Nominal 13.5 16.8 17.8 30.9 bhai he 
Real -3.4 -1.3 -6.7 2.4 43 
Month of December 
Nominal 13.5 16.8 17.8 30.9 74.2 
_ Real -2.3 -2.7 -9.3 Lz -12.2 


Source: ECLA, on the basis of official data. 

“Provisional figures. 

In calculating the annual average it was assumed that the recommendation of the 30% increase in minimum wages as from 
18 February was initially complied with by 40% of enterprises and that the adjustment was gradually generalized until it 
became mandatory on 1 November. 


rise in prices had more than offset its benefits. This ambiguous situation with regard to the real 
coverage of the increases and the punctuality with which they were granted precludes any reliable 
calculation of the average behaviour of real wages during the year. In any event, once the adjustment 
. was made, the minimum wage in December was more than 12% less than in the same month in the 
| preceding year, and it is estimated that the decrease was still greate for the higher wage levels. 


c) Employment 


In recent years, as a result of its development, the economy generated an increasing number of 
jobs, absorbing a good deal of the country’s overt unemployment and even in some degree reducing 
underemployment levels. Thus, in 1981 alone employment expanded by 6.6%. But in 1982 the trend 
was drastically altered in consequence of the decline in economic activity. Accordingly, 
unemployment once again became increasingly acute, especially in the second semester. It is 
estimated that in the course of the year the average number of employed persons dropped by 0.8% 
(see table 17). 

The sectors in which the decrease in unemployment was biggest were agriculture (2.4%), 
manufacturing (3.1%) and construction (4.2%). This last reduction was directly related with the 
constraints on the public sector’s investment programmes and with the dwindling of the private 
sector's investment expenditure. Employment in manufacturing contracted mainly in the second half 
of the year and its deterioration was worst in the branches producing capital goods and building 
materials. In the agricultural sector, unfavourable weather conditions affected sowings. This seems to 
have intensified the underemployment problem in the countryside and to have increased the 
migratory flow into the United States, which gained impetus from the rise in the value of the United 
States dollar. 

With the reduction of employment in productive activities, the unemployed persons went into 
services, but while the relative importance of these as employers mounted from 29.6% to 30.6% 
between 1981 and 1982, in the latter year their rate of absorption of manpower notably declined since 
this sector could not remain immune to the effects of the depressive overall economic situation (see 
table 17). 
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Up to the end of the first semester the available data on open unemployment for the country’ 
three most important cities (Mexico City, Guadalajara and Monterrey) showed much the same rat 
as in the preceding year. In the second semester, however, with the exacerbation of the recessive | 
phase of the economy, the average rate of unemployment increased in another indicator too: the rat 0 
between the number of persons who lost their jobs during the last quarter of the year and the total | 
number of unemployed in that same period. This coefficient rose considerably above its former leve Ss 
in the three cities mentioned. Similarly, the duration of unemployment in these cities was longer in | 
the last quarter of the year than in the same period in 1981 (see table 18). . a 


5. Monetary and fiscal policy 


a) Monetary policy “a / 
The severe external constraints on economic growth in 1982 made it essential for radical } 
changes to be introduced into traditional monetary policy, sustained as it was on the unrestricted } 
freedom of exchange operations, with its implications for the fixing of interest rates and exchange 
rates, as well as for the management of bank liabilities in dollars. The reforms of major importance 
for economic activity are undoubtedly the adoption of a system of exchange controls and the 
nationalization of the banks. 

Monetary and credit policy in 1982 must therefore be evaluated in the context of the 
exceptionally unfavourable situation confronting the external sector as a result of the unaccustomed _ 
shortage of foreign exchange to which reference has so often been made in the present note. In | 
addition to the negative trade factors and the financial bottleneck, there was a great deal of 
speculation which contributed to the outflow of foreign exchange. Thus, a period of relative exchange 
stability between 1977 and 1981 was followed by successive devaluations which raised the value of the 
dollar from about 27 pesos at the beginning of the year —a quotation which implied a substantial 
overvaluation of the peso— to 150 pesos in December, which probably represented an 
undervaluation of the domestic currency. These events gradually conditioned monetary policy, which 
evolved ina relatively discontinuous fashion and in a climate of controversy between antithetical lines 
of thought. 

Several phases can be distinguished in the evolution of the financial sector in 1982. The first, 
extending up to 17 February, may be regarded as a continuation of the economic dynamism of 
preceding years. Despite the first downward movements in petroleum prices and the budgetary 
reductions that became necessary in 1981, the year 1982 began under the impetus of the foregoing 
period, with a greatly overvalued exchange rate, and a general lack of confidence which was reflected 


Table 17 
MEXICO: TOTAL PAID EMPLOYMENT, BY ECONOMIC ACTIVITY* 


Growth rates 


1979 1980 1981 1982” 
National total 4.9 6.3 6.6 -0.8 
Agriculture, forestry and fishing -3.2 ED a9 -2.4 
Mining 6.5 9:2 9.6 6.5 
Manufacturing 74 SED) 2, -3.1 
Construction 13.3 Ney) LES: -4.2 
Electricity 4.6 8.7 48 3.0 
Commerce, restaurants and hotels 7.0 4.1 4.7 -1.4 
Transport, storage and communications 9.6 16.3 8.9 -4.0 
Financial services, insurance and real estate 7.6 8.6 11.3 5.6 
Community and personal services 78 6.8 6.6 2.6 


Source: ECLA, on the basis of figures supplied by the Ministry of Programming and the Budget. 
Strictly speaking, the data used in the preparation of this table do not represent the number of persons employed in each 
activity, but the average number of paid jobs which it is estimated were required for production. Consequently, one and the 


same person may hold two or more such jobs in one or several economic activities. 
Provisional figures. 
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Table 18 


1981 


MEXICO: INDICATORS OF EVOLUTION OF OVERT UNEMPLOYMENT 


MEXICO 


I iy I IT - il- "IV I WW Iv 
amg Rates of overt unemployment 
ain cities 
Meco chy areas) —— 
‘México City A Sasa) waket Dt) ei Aca te ond: Gye tills eat. Od wd hee AO. 
Guadalajara ADEM O50. 62k he, 58 0158. 5.5944 5 52 
— GU-55.0. Gort’ o4 4° 4.0 gman 93.4ieea 3” TAN, 
Z Duration of unemployment 
“México City 100.0 
1 to 3 weeks BAG 480 
4 to 6 weeks 23.0 26.0 
7 weeks or more 13.0 26.0 
Guadalajara 100.0 
1 to 3 weeks 55.0 16 
* 4 to 6 weeks 28.0 20.0 
7 weeks or more 17.0 31.0 
Monterrey 100.0 100.0 
~ 1 to 3 weeks 45.0 29.0 
4 to 6 weeks 55.0 46.0 
_7 weeks or more seg 25.0 
Number of persons disemployed during the quarter as a percentage 
of total number of unemployed persons in the same period 
México City 95 140 13.0 35.0 
Guadalajara 10.0 10.0 20.0 36.0 
. Monterrey 20> 17.0" 26.0, 50:0 


ee 
* Source: ECLA, on the basis of official statistics. 


in increasing flights of capital. This phase culminated with the withdrawal of the Banco de México 
from the exchange market, as had happened in 1976. After the fluctuations consequent on this step, 
the dollar was temporarily stabilized at a quotation of about 46 pesos. 

In the second phase, which was prolonged until 5 August, freedom of exchange operations was 
maintained and a series of measures was implemented with the aim of containing inflation, 
stimulating employment, and protecting private enterprises against exchange losses on their dollar 
liabilities. These measures, which formed part of an Integrated Economic Adjustment Programme, 
proved insufficient in face of the course of events and inflationary and speculative pressures. It should 
be pointed out that in this programme allowance was made for economic stagnation during the last 
three quarters of the year, by virtue of the budgetary restrictions decreed, which as it turned out could 
do little against the inflationary consequences of devaluation. Lastly, the Banco de México returned to 
the exchange market on 1 June, with the above-mentioned rate of approximately 46 pesos per dollar. 

The third phase, relatively short but bringing significant changes, began on 5 August when a 
system of multiple exchange rates was put into practice: one of 49.50 pesos per dollar, called the 
preferential rate, for basic imports, another of 69.50 pesos for other official operations; and a free 
exchange rate which hovered around 100 pesos for the buyer and 110 for the seller. At the same time, 
the authorities announced the non-transferability of dollar deposits in the Mexican banks —which 
amounted to about US$ 12 billion— and an exchange rate of 69.50 pesos was established for their 
conversion into domfestic currency. These measures, which were dictated by a situation of increasing 
financial difficulties and shortage of foreign exchange, were the last resource prior to the adoption of 


exchange controls. 
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In the fourth phase —which extended from 1 September, the date = pheteiphe. 
exchange controls and the nationalization of the private banks eee ay tad 
when the new government entered upon its six-year termin office— financial events a ates 
from their traditional course. The adoption of the above-mentioned exchange controls was per 
once a fundamental and a novel component of Mexico’s monetary poli . The free market rate va 
eliminated and two fixed exchange rates were established: one preferential, at 50 pesos per dolla 
and another official, at 70 pesos, the aim being to avert the inflationary pressures of previ 
months.9 It was considered that with the closure of the domestic and foreign currency circuit, inter 
interest rates could for the first time in Mexico be fixed independently of external rates. Thus itv 
decided to reduce the rates both for assets and, in a lesser proportion, for liabilities. Similarly, 
nationalization of the banks opened up the possibility that credit policy could focus on what the St 
considered to be priority activities. Accordingly, financing for low-cost housing and for 
disadvantaged peasantry acquired outstanding importance, at least in declarations of policy. q 

In this period, however, a large unofficial exchange market grew up, and all along the frontie! 
with the United States money-changing agencies proliferated in which the dollar came to be quoted at 
almost twice the official parity rate. Consequently, a large proportion of exchange operations we 
conducted outside Mexican territory, so that foreign exchange hardly entered the country; rather wa 
there an outflow of pesos which then served for the purchase of cheap goods and services in the 
Mexican frontier area and in the hinterland, causing a shortage of many goods. j 

Lastly, the fifth phase covered the month of December and evolved within the framework : 
the new government plan. Monetary policy in general was adapted to the terms of an Extended Fund } 
Facility agreement with IMF, the negotiations for which had been started months before and d 
crystallized when the new government assumed office. During this period exchange controls we 
somewhat relaxed on the establishment of a very high free exchange rate —150 pesos per dollar— 
which definitely helped to discourage the purchase of foreign exchange. This rate remained| 
practically fixed, and coexisted with two other rates, one for commercial and official “controlled” | 
market operations, starting at 95 pesos per dollar, and the other a “special” rate for service payments 5 
on the external private debt, starting at 70 pesos; both were to be adjusted in accordance with the & 
difference between domestic and external inflation. It was expected that over the medium term free 
and controlled rates would be fused into one, with some degree of permanent undervaluation of the ¢ 
peso to favour exports. With the introduction of the free rate, control of the exchange market was 5 
largely recovered. Lastly, interest rates on liabilities and assets once again rose, following} 
expectations of inflation and of exchange rate adjustments, as had been ‘traditional. 

In short, in the course of 1982 vitally important changes took place in monetary policy with the: 
nationalization of the banks, the introduction of partial or complete exchange controls and the: 
undervaluation of the peso. Given the foreign exchange problems described, the big fiscal deficit, 
speculative pressures, and the unfavourable financial situation which prevailed throughout the year, , 
the monetary balance reflected significant distortions and changes, which resulted in less financial! 
intermediation. 

In these circumstances, the end-of-year growth rate of money in circulation was 63%, ie.,, 
notably less than that of inflation, which would appear to indicate a real contraction of about 15%. 
This downward movement was due to the decrease of over 25% in demand deposits, in real terms. 
Between March and August, deposits in checking accounts were reduced and the funds that were’! 
drawn out went to swell dollar liabilities in the banking system and abroad, as did also short-term 
non-monetary instruments. Notes and currency in the hands of the public increased by almost 80%, 

reaching im toto a figure lower than the economy's transactional requirements (see table 19). 

The factors making for expansion apparently followed an opposite trend; nevertheless, when 
the effect of inflation and of the book revaluation of balances in foreign currency is discounted, total 
financing issued dropped by 30% in real terms. This decline was aggravated still further in view of 
the increasing amount of funds syphoned off by the public sector !° to finance the notable expansion 
of its current expenditure, which resulted in a deficit equivalent to 16% of the gross domestic product. 


9Imboth cases the difference between the purchase and sale prices was eliminated; it had increased considerably in the past few months 
and had been a significant source of profit for the banks. 
10Even discounting the effects of revaluation, these resources were estimated at over 1.6 billion pesos. 
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MEXICO 
sth ae Table 19 
MEXICO: MONETARY BALANCE 


End-year Balance a 


(billions of pesos) Growth rates 

1980 1981 1982* 1979 1980 1981 1982* 

loney 461 612 998 83a ; 
“Currency outside banks 195 282 505 30.4 300 rr Bie 
D emand deposits 266 330 493 35.2 5609 24d 49.0 
actors of expansion 2 050 3 124 6 838 31.8 35.4 52.4 118.9 
_ Net international reserves 93 132 176 34.6 314 41.9 33.5 
o% omestic credit 1 957 2 992 6 662 Sih keil 35.6 52.9 12257 
_ Government — 722 1 244 3 569 32.1 30.8 23 186.9 
__ Official institutions 369 550 1 541 18.9 35.2 49.1 180.3 
meerate sector 866 1 198 1 552 38.0 41.0 38.3 29.5 
Factors of absorption 1 589 2512 5 840 31.4 36.0 58.1 132.5 
National currency 907 1 383 3 028 45.5 44.4 52.5 118.9 
~ Quasi-money 235 2. oil 42.2 42.4 32.8 140.7 
7 Time instruments 422 684 1 381 2.5 42.1 62.1 101.9 
_ Miscellaneous liabilities 250 387 896 39.5 50.6 54.8 131.5 
* Foreign currency 762 1275 3 429 28.2 28.9 67.3 168.9 
Z Quasi-money 57 88 34 46.2 50.0 54.4 -61.4 
Time instruments 137 268 147 67.2 34.3 95.6 -45.1 
Long-term external liabilities 484 822 2 998 20.3 27.4 69.8 264.7 
Other liabilities 84 97 250 22.4 18.3 iSh>, PS 7z0 
Other items (net) -80 -146 -617 17.8 Sheth 82.5 322.6 


Source: ECLA, on the basis of figures provided by the Banco de México. 
Provisional figures. 
Including the Federal Government, state and municipal authorities and the Federal District Department. 


Paradoxically, this flow did not detract from the financing available to the private sector, in practice 
its demand for credit contracted to such an extent, in consequence of the unfavourable overall 

“economic situation and the decline in its investment programmes, that apparently it had‘surplus bank 
liquidity. Lastly, if net international reserves showed a nominal increment in pesos it was because of 
the successive devaluations, since they decreased substantially in terms of dollars. 

Within this framework of severe contractions, credit expansion primarily favoured extractive 
activities, including the petroleum sector, but at all events it proved negative in real terms. Commerce 
and construction were the branches at the greatest disadvantage (see table 20). 

The establishment of interest rates was affected, as has been pointed out, by the adoption of 
exchange controls. Up to the month of August it was still sought to make them competitive vis-a-vis 
the external rates, both in domestic and in foreign currency. As the difference widened between 
interest rates and the rate of inflation, rates on peso deposits had to be increased, without much 
success in procurement of resources because of the uncertainty as to exchange rates which led to large- 
scale conversion into dollars. As from September, in which month the exchange controls were 
adopted, it became possible to bring down domestic rates by 2 points a week, until they were 
10 points lower." Subsequently, in December, in keeping with the new government's monetary 
policy and in view of the slight relaxation of exchange controls, rates of procurement were increased 
again with the aim of encouraging saving. In any event they still remained below the rate of inflation, 
even those applied to three- and six-month time deposits, which were the most favoured. 

The factors of absorption showed an increase of 20% in real terms, mainly by virtue of the 
conversion of dollar liabilities to domestic currency. These bank liabilities were estimated at 
US$ 12 billion, and their gradual conversion into pesos gave the bank system greater liquidity. There 
was a tendency to place these funds in short-term instruments in view of the climate of uncertainty in 


11 Jn contrast, the rates of interest on savings accounts were raised from 4.5% to 20%, asa method of protecting the small saver. But the 


efficacy of this measure was undermined by inflation. 
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which savers moved. Liabilities in foreign currency, for their part, showed bigger peso balances | 
because of the devaluation. For the reason mentioned, however, there was a significant skrinkage in 
quasi-money and time instruments. But it was the external liabilities contracted by the bank system 
that substantially enlarged the debit balance (see table 19). cy yes 
In view of the preference of savers for liquid instruments, the issues of Treasury Certificates 
(CETES) were very popular and diverted large amounts of resources from bank procurement. By the’ 
end of the year 993 billion pesos had been invested in these securities, i.e., 105% more than in 1981. | 
This meant that their circulation during the year, discounting the CETES redeemed, reached the figure | 
of 394 billion pesos (in nominal terms). These CETES were negotiated on the securities market, 
together with “petrobonos”, which also enjoyed success because of their linkage with international 
| 
H 


petroleum prices. In contrast, the variable-income market deteriorated, with the almost 60% drop inl 
the amount of operations, as a result of the rise in interest rates and the difficult situation of firms 
registered on the Stock Exchange. 


ae Aes em 


b) Fiscal policy 

During 1982 the operation of the central government displayed the following characteristics: a 
very considerable increase in current expenditure (112%); a slight rise in capital expenditure (26%); 
dissaving on current account, for the first time in many years; and an exceptional expansion of the | 
global deficit, which was two and a half times as high as in the preceding year. The importance of the — 
role played by the Central Bank in financing the deficit was very markedly enhanced, inasmuch as it | 
covered 68% out of its own resources (see table 21). 

The public-sector deficit represented a high proportion of the gross domestic product —16% as 
against 14.5% in 1981; this was a good deal larger than the proportion corresponding to the central 
government deficit (10.6%), owing to the financial disequilibria shown in general by decentralized 
institutions and para-State enterprises (see table 22). These entities suffered the damaging effects of 
the time-lag between prices and tariffs on the one hand and the course of inflation on the other, 
notwithstanding the adjustments that took place during the year. 

The central government deficit had already notably increased in 1981, owing to the abrupt rise 
in public expenditure and in debt servicing, and to the weakening of tax revenue in relation to 
inflation. In this year the burden of debt commitments amounted to over 41 % of total expenditure, as 
against 17% the year before. It increased still further in 1982 (44%), and looks like continuing its 
upward trend, because of the inflexibility of the commitments in question and the very nature of the 
policy measures which will have to be applied in 1983, and which will be discussed later. 


Table 20 


MEXICO: BANK CREDIT RECEIVED BY 
ENTERPRISES AND INDIVIDUALS’ 


End-year balance 


(billions of pesos) Growth rates 


1980 1981 1982° 1979 1980 1981 1982” 

Total ie 1161 £666, (nd 2% 47.4 37.7 43.5 45.6 
Primary activities 177 242 356 ale) 46.3 36.7 47.1 
Agriculture 163 219 314 30.6 46.8 34.4 43.4 
Mining and others 14 23 42 42.9 40.0 64.3 82.6 
Industry 455 669 1010 31.8 35.4 47.0 51.0 
Fuels . 116 179 326 91.9 63.4 543 82.1 
Manufacturing 270 386 561 23.1 29.8 43.0 . 453 
Construction 69 104 124 16.3 21.1 50.1 19.2 
Low-cost housing 34 49 60 15.4 13.3 44.1 22.4 
Services and other activities 287 392 681 107.7 32.9 266 737 
Commerce 208 314 319 47.4 48.6 51.0 1.6 


Source: ECLA, on the basis of figures supplied by the Banco de México. 


“Including public and private enterprises. Excluding Central Bank financing. 
Provisional figures. 
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MEXICO 


pica | Table 21 


_ MEXICO: FEDERAL GOVERNMENT INCOME, 
EXPENDITURE AND FINANCING 


or Billions of pesos Growth rates 
e we 1979 1980 1981 1982° 1980 1981 1982° 
1. Current income 412 680 947 1538 65.1 39 
: 5 Ba 62.4 
; Tax revenue mS) 652 895 1 448 oon 374 61.7 
Direct 173 247 339 446 42.5 37.4 31.6 
Indirect 159 221 294 500 39.2 a5) 69.8 
Za On foreign trade 63 184 262 502 192.3 42.1 914 
js Non-tax revenue 17 28 52 90 65.4 82.6 74.8 
2. Current expenditure 393 597 937 1988 51.9 56.9 112.0 
2 Wages and salaries _ 120 159 225 390 32.6 41.9 rh te, 
es Other current expenditure 273 438 alee 1 598 60.3 62.3 124.3 
3. Saving on current account (1 - 2) 19 83 10 -450 
4. Capital expenditure 108 206 381 480 90.7 85.0 26.0 
Real investment 89 172 334 401 93.5 93.6 20.0 
Other capital expenditure 19 34 47 79 77.8 36.7 67.4 
'5. Total expenditure (2 + 4) 501 803 1318 2 468 60.3 64.1 87.3 
6. Budget deficit or surplus (1 - 5) -89 -123 -371 -930 DT 205.8 1492 
7. Account not under budgetary 
control -11 -9 -28 -56 
8. Total deficit or surplus (6 + 7) -100 -132 -399 -986 32.0 202.3 147.1 
9. Financing of the deficit 100 132 399 986 320i, «202.3, 147.1 
Net increase in debt 101 135 400 985 33.7 196.3 146.3 
Domestic 110 112 376 795 
Banco de México ra a. 265 667 
« Others a 55 111 128 
. External -9 23 24 190 
Variation in available resources -1 =4 -1 1 


a 
Source: ECLA, on the basis of figures supplied by the Ministry of Finance and Public Credit and the Banco de México. 
“Provisional figures. 


The expansion of central government expenditure in real terms —and its consequent effective 
repercussions on demand, either directly or through the rise in available private income— was highly 
intensive in 1980 and 1981 (about 30% in each of those years). This trend continued in 1982, 
although at a considerably slower pace (18%). Hence efforts to contain private demand through 
taxation slackened. Central government current income (including the contributions of PEMEX), 
which in 1980 had amounted to 15.9% of the product, rose to barely 16.1% in 1981 and stood at 
16.7% in 1982. In this latter year, as also in 1981, the taxes whose growth was most dynamic were 
those on foreign trade, because of petroleum sales, and indirect taxes, which increased by nearly 70%, 
as against the 32% increment in direct taxation (see table 21). 

Current expenditure expanded by 12% in nominal terms. This high rate was due, as has been 
observed, to the pressure of debt interest and transfer payments, but also to the rise in salaries and 
wages and the increase in employment in the central government area. Interest payments, owing to 
the sharp upswing in the external debt, were trebled. It has already been shown that this greater 
indebtedness was partly due to the need to increase the foreign exchange supply on the exchange 
market. In addition, an appreciable proportion of current expenditure —more than on other 
occasions— was allocated to covering the cost of internal indebtedness, mainly of the Treasury 
Certificates (CETES); this circumstance aggravated some regressive characteristics in the tax system, 
given the income tax regulation exempting income from interest on the public debt. 

In the framework of an economic stagnation largely attributable to the lack of confidence 
prevailing in the private sector, and most directly reflected in the continuous flow of international 
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currency reserves to the exterior, the public sector’s efforts to make up for the lack of dynamisr 
shown by private initiative resulted in a fresh resurgence of inflation which has called for very dras 
rectifications of the objectives and instruments of the policies designed for 1983 and subsequent 
years. 7 
Among the most outstanding components of the new fiscal programme of short-term 
objectives, mention should be made of the proposal to reduce the public sector's global deficit to about | 
8.5% of the gross domestic product in 1983, and to take simultaneous action to that end with respect 
to public expenditure and income alike. In this connection, the programmed reduction of the rate of | 
expansion of expenditure will be of vital importance. Given the foreseeable repercussions of this 
policy on economic activity and on employment, the 1983 budget makes provision for a series of | 
adjustments in investment priorities and in current disbursements, all this in the framework of a 
strengthening of allocation and monitoring mechanisms with a view to mitigating the inevitable 
social effects of the restriction of State demand. 

Generally speaking, the total income of the central government is expected to be more tha 
doubled. Complementarily, increases in prices and tariffs will be introduced to enable the para-State _ 
sector to operate with a surplus. It is postulated that in the first instance the State will have to rely 
more on tax revenue (especially from the value added tax —IVA— and income tax) and on income 
deriving from adjustments in public service tariffs, so as to make less use of credit. Nevertheless, the | 
most important source of funds will be the contribution made by PEMEX, with a predicted increase of | 
almost 240% due to the rise in domestic gasoline prices, which will mean that this enterprise will 
increase its share in central government income from 23% in 1982 to 35% in 1983. 

The income programme makes provision for certain notifications to attenuate the potentially _ 
regressive aspects of the measures proposed and thus shape a more equitable tax structure. Among _ 
these are a 20% increase in the value added tax on luxury goods and services; the suppression of — 
anonymity in shares and bonds, with a view to more efficient tax inspection; the establishment of a 
supplementary income tax in the upper income strata; the imposition of higher tolls on highways and — 
bridges; raising of the basic rate for import duties; and a substantial reduction of the amount of fiscal 
incentives. 


Table 22 


MEXICO: PUBLIC SECTOR INCOME AND EXPENDITURE IN 
RELATION TO THE GROSS DOMESTIC PRODUCT 


(Percentages) 

1981 1982* 
Expenditures 42.2 46.8 
Federal government 229 273 

Institutions and enterprises subject to 
budgetary control 15.7 15.3 
PEMEX 7.5 7.6 
Others 8.2 7 

Institutions and enterprises not subject to 
budgetary control 2S 24 
Financial intermediation 1.3 18 

Income 2 

Federal government #8 — 

Institutions and enterprises subject to . 
budgetary control 10.1 12.9 
PEMEX 3.7 6.2 
Others 6.4 67 


Institutions and enterprises not subject to 
budgetary control 
Expenditure minus income 


= 
he 
mS) 
— 
Alls 
\o 


PS Sc SSS ee es SS ee ee 
Source: ECLA, on the basis of figures taken from Banco de Méxi 
a Provisional fave 2 anco de México. Informe Anual, 1982, p. 115. 


Includes: D istri byt P : 
ae : or epi Vee del Distrito Federal (DDF), Altos Hornos de México (AHMSA), Teléfonos de México (TELMEX) 
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NICARAGUA 


1. Recent economic trends: Introduction and summary 


During 1982, several factors of an economic and extra-economic nature combined in Nicaragua to 
‘cause a 2% decrease in the gross domestic product, reversing the trend noted during the preceding 
two-year period. During this period the product developed relatively strongly and partially made up 
for its large drop in 1978 and 1979 (see table 1 and figure 1). At the same time, progress was made in 
‘tedistributing income, and social programmes were undertaken aimed at wide sectors of the 
population. To this end, public expenditure was expanded and recourse was had to external financing. 
Both measures were reflected in financial imbalances which became accentuated in 1982 and made it 
‘mecessary to reduce the volume of imports drastically. This decrease affected other areas of the 
‘economy, and in particular brought about a drop of more than 9% in private consumption and a 
decrease of nearly 437% in investment in machinery and equiment. 

Some external economic phenomena affected the Nicaraguan economy negatively, as they did 
the rest of the countries of the region. In the first place, the main export products met with several 
difficulties. On the one hand, the widespread international recession was reflected in a drop, for the 
third consecutive year, in the unit prices of exports. On the other, the supply of exportable goods was 

‘affected by adverse climatic factors and by the sluggishness of some activities, such as that of cotton. 
Because of this, there was a considerable deterioration in the terms of trade and the purchasing power 
of exports. 

In addition to the depressed situation in the export sector, there were serious restrictions in the 
capital account, brought about by the high burden of the external public debt and the difficulties in 
procuring additional external financing. Amortization payments and especially interest payments 

«tose, despite the relatively favourable conditions under which servicing of the external public debt 

"was restructured in preceding years and despite the fact that in 1982 negotiations were concluded to 

‘refinance US$ 55 million owed by the country’s private banks. Access to foreign credit was impeded 
because of both economic and extra-economic problems. Thus, the net external financing mobilized 
in 1982 amounted to barely US$ 270 million, in contrast with US$ 682 million the year before. 

As a result of the negative trend in exports and the difficulties in procuring additional external 
financing, import capacity decreased drastically and worsened the serious lack of foreign exchange 
which had become apparent in 1981. 

Those adverse conditions in the external sector were apparently enough to check the rate of 
expansion of economic activity and the implementation of various social programmes planned for 
the beginning of the year. When the volume of external purchases shrank by 34%, the import 
coefficient decreased from 32% in 1981 to 21% in 1982, and there was a decrease in the supply of 
inputs and raw materials for several productive activities. This was a factor in reducing jobs, raising 
prices and constricting private consumption and total savings. 

As a result, capital formation —especially that of the private sector— dropped visibly, and 
supply shrank in nearly all branches of activity. The only exceptions to this trend were agriculture and 
government services, although the growth rate in the agricultural sector was lower than that of the 
increase of the population. As a result of the above, unemployment —at least in non-agricultural 
activities— increased significantly, from around 17% in 1981 to more than 20% in 1982. Inflation, 
for its part, stayed at a level of around 22%, a rate very similar to that recorded the year before (see 
table 1). 

The negative situation noted above was accompanied by adverse phenomena of an extra- 
economic nature. In the first place, the heavy rains and floods which took place in May! were the cause 


1See ECLA, Nicaragua: The May 1982 Floods and their Repercussions on the Economic and Social Development of the 
Country, E/CEPAL/G.1206 and E/CEPAL/MEX/1982/R.2/Rev.1, July 1982. 
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of losses of capital and production which compelled the Government to reformulate its p io 
since, on the one hand, export capacity decreased even further and more imported goods were n 
to replace the lost production that had been intended for the domestic market, and, on the other h 
there was an urgent need to replace part of the infrastructure destroyed. In contrast, during 
months of July, August and September, rainfall was very scarce in the Pacific zone, the re 
containing the best agricultural lands in the country. This harmed some crops such as cotton and 

bananas, which are important export products, and also maize, which is one of the basic articles of 
domestic consumption.? The economy was also affected by the continued tensions which were caus 
by. groups opposing the Government and which led to frequent violent situations, especially in the 
area of the Honduras frontier. 


Table 1 
~ NICARAGUA: MAIN ECONOMIC INDICATORS 


1977, 1978 1979 1980 1981 


A. Basic economic indicators 
Gross domestic product at market prices 


(millions of 1970 dollars) 1 241 152 858 944 1 024 
Population (millions of inhabitants) 2.48 256 2.64 203 2.82 
Per capita gross domestic product 
(1970 dollars) 501 450 324 345 362 . 
Growth rates + | 

B. Short-run economic indicators : >| 
Gross domestic product 6.3 iow aoa e 10.0 8.5 -2.0 
Per capita gross domestic product 2.8 -10.2 -27.9 6.4 5.0 5.2 
Gross income” 10.1 -10.4 -26.1 10.1 7.5 -3.30 
Terms of trade (goods and services) 16.2 -13.8 -5.6 -1.4 -5.8 -9.5 
Current value of exports of goods 
and services 17.0 0.1 -6.7 -25.1 8:78 Leldid 
Current value of imports of goods 
and services 40.2 -27.8 -28.8 82.0 10.2... -3071 
Consumer prices 

December - December 10.2 4.3 70.3 24.8 23.2 222 
Variation between annual averages 11.4 4.6 48.2 SS 25.9 24.8 
Money 6.2 aor 85.8 29.0 7 | 6.5 
Wages and salaries” 9.6 -1.6 28.0 14.7 -7.6 41.6 
Rate of unemployment”* 21.4 11.1 11.5 18.6 
Current income of government 17.6 -9.7 16.7 13922 LS 24.9 
Total expenditure of government 41.2 6.8 -9.3 113.4 32.2 5a) 
Fiscal deficit/total expenditure 
of government 41.7 50.7 36.5 28.9 36.7 43.3 
Millions of dollars 

C. External sector 
Trade balance (goods and services) -122 62 162 -427 -478 -240 
Balance on current account -192 -34 90 -512 571 -393 
Balance on capital account 202 -49 -85 400 682 270 
Variation in net international reserves 9 -83 ° -107 115 -123 
External debt* 874 961...) 1,132 |), 1579, 9(2:1634, 2410 


Source: ECLA, on the basis of official figures. 

“Preliminary figures. 

’Gross domestic product plus terms-of-trade effect. 

(Nominal wages and salaries of members of the Nicaraguan Social Security Institute. 
Percentage. 

*Non-agricultural activities. 

‘Estimates. 

®Disbursed, in the medium- and long-term. 


*See ECLA, Repercusiones de los fendmenos metereoldgicos de 1982 sobre el desarrollo econdémico y social de 
Nicaragua, E/CEPAL/MEX/1983/L.1, January 1983. 
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Although it is difficult to measure the extent to which these events affected economic a 
their repercussions appeared in fields as diverse as defense spending, drain of funds 
obstruction of capital markets and the brain drain of technical and professional personnel, with t 
adverse effects on production and investment. They also influenced relations between 
Government and the private sector, since they encouraged the reluctance of some entrepreneurs tC 
accept the economic policy lines of the National Reconstruction Government, which assumed offic 
in mid-1979. . % 

The negative phenomena described above occurred in the framework of the efforts being 
carried out by the Government to restructure the economy on the basis of growing public sector 
participation so as to give priority to meeting the basic needs of the majority of the population and to 
encourage greater participation by the people in the process of making decisions on economic policy. 

The fulfilment of such objectives involves difficulties of a different nature, even in normal | 
times, and these difficulties increased in periods of recession. Thus, the lack of order inherent in an 
important change in economic policy —uncertainty among private economic agents, organizational 
problems in the public sector, tensions between the objective of promoting companies’ efficiency a: 
that of providing the entire population with employment— and restrictions on the levels of 
accumulation, added to the negative external and extra-economic factors noted above. 

In order to meet this critical situation, the Government set less ambitious goals than it had in 
preceding years. Economic policy attempted to reactivate production, especially production which 
could generate foreign exchange for the country, rationalize imports according to the minimum needs 
of the population, and attenuate the financial imbalances in the public sector. 

Several measures were adopted in that respect. Some were aimed at initiating the 
implementation of large-scale projects in various productive sectors, which it is hoped will affect the _ 
product and the external sector in the next few years, others were directed towards lessening the | 
effects of the recession. 

In conviction with the latter, to attempt to reduce the deficit in the trade balance, a tax was _ 
levied equivalent to 50% above the official exchange rate of currency purchased for the importation | 
of non-essential goods. For the purpose of stimulating production and exports, incentives were 
granted such as an increase in prices to producers and payment of a portion of the external sales in | 
dollars which the exporters can either use for their imports or negotiate at the exchange rate 
prevailing in the parallel currency market authorized by the Government. 

For the purpose of defending the purchasing power of the lowest income strata, minimum — 
wages were adjusted slightly above the increases in the prices of basic products. 

Finally, with regard to fiscal policy, there was an improvement in tax administration, as a way of 
raising the level of fiscal income (the tax coefficient went from 18% to 20% between 1981 and 1982) 
and a less expansive spending policy was followed than in previous years. However, and despite the 
austerity objectives of the beginning of the year, central government spending increased by 40%, 
making it possible to meet social expenditures, cover expenditures necessitated by meteorological 
phenomena and defense, and carry out transfers to Official institutions and enterprises. 


| 
» | 
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2. Trends in economic activity 


a) Global supply and demand trends 


During 1982 global supply decreased by nearly 10%, since the gross domestic product dropped 
by 2% and the volume of imports went down by 34% (see table 2). Both contractions occurred in the 
framework of the severe external imbalance brought about, among other causes, by a continued 
deterioration in the terms of trade and the high amount of external supply to which it had been 
necessary to resort in previous years in order to replace the substantial losses caused by the armed 
conflict, reactivate the economy and meet the immediate needs of the population. In addition, the 
external imbalance was aggravated by the sluggishness of the export sector, which was reflected ina 
drop of 40% in the volume exported during the last five years. 

In view of this situation, the Government opted to restrict imports, and established a tax raising 
price of foreign exchange for external purchases of articles not considered to be essential and not 
contained in a list which includes food, medicine, fuel, machinery and inputs for agriculture and for 
some specific industrial branches. 
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NICARAGUA 
Table 2 
NICARAGUA: TOTAL SUPPLY AND DEMAND 


Millions of 


F Percentage b 

eee eh Geeakdaen’ Growth rates 
a 1980 1981 1982° 1970 1982° 1980 1981 1982° 

Total supply 1256 1352 1220 127.2 - : 

Gross domestic product at Oe Sie oe - ay 
arket prices wed 944 1024 1004 100.0 100.0 10.0 8.5 -2.0 
mports of goods and services 312 S25. ZIG alae ek ao 48 -341 
Total demand Looe 31°352 220° zy AL. Te 7.6 -9.8 
Domestic demand Osea os a a0 1020" a103:6> 9379 7A -9.2 
_ Gross domestic investment 151 219 154 186 15.4 wen 453 792297 
__ Gross fixed investment 96 161 108 sg 16.45 610:8 5 106.25 667.7..2=32.9 
Construction 36 53 46 6.5 AGs ll], . A4.6, 4-125 
___ Machinery 60 108 62 99 6.2 99.8 818 -42.8 
__Changes in stocks 55 58 46 2.2 4.6 is = = 
Total consumption 923 934 886 83.4 88.2 6.1 12 .-5:2 
_ General government 237 4 260) 4 273 96m 227.3« 30:0 9.8 522 
we Private a. 6867 674 613 7 73:8. G10 -02 S18, -92 
Exports of goods and services 182 199 1809" P2522" 27:9" =36:8 8.9 -94 


“Source: ECLA, on the basis of official figures. 
“Preliminary figures. 
*The growth rates and percentage breakdown correspond to real, and not rounded, figures. 
“The figures for exports and imports of goods and services were obtained from the balance of payments in current dollars, 
converted to constant 1970 values using unit value indexes calculated by ECLA for that purpose. 


The reduction in supply of inputs of external origin was one of the factors causing the 
deterioration in the gross domestic product, especially the manufacturing product. Other 
_contributing factors were to a large extent, the meteorological phenomena noted above, first the 
“heavy rains —which caused floods— followed by a drought —which affected the harvests of various 
-products both for domestic consumption and export. 

On the global demand side, the volume of exports of goods and services decreased by 9% below 
the already low level of 1981. This was a reflection of the decrease in cotton and banana production 
and of the drop in external sales of manufactures in the Central American countries, which were 
affected by the widespread depression in that area and by the drop in the activity of the industrial 
sector. 

Domestic demand decreased by 9% in the face of a sudden drop of 30% in gross domestic 
investment and a severe contraction in total consumption. Gross fixed investment declined by 33% 
upon a combined drop of 13% in construction and 43% in purchase of machinery. Although there 
was not sufficient information available to break down the investment, available data indicate that 
both public and private investment shrank. With regard to the former, the increase in investment by 
the central government was not able to offset the drop in that made by official institutions and 
productive enterprises. Its main limitation appears to have been financial resources, which hindered 

the continuation of important road and hydroelectric projects and made it necessary to delay 
implementation of infrastructure works of a social and productive nature. In some areas of the public 
administration the decrease was due to the fact that new projects have not been implemented because 
their feasibility has not been precisely determined; another obstacle was the lack of suitable technical 
and administrative personnel to carry out the programmes. 

Various factors influenced the decrease in private investment. In the first place, the financial 
imbalances of the last three-year period and the general depression in domestic and external demand 
kept part of the installed capacity idle in various branches of activity. In the second place, many 
private agents were reluctant to invest, due to their uncertainty concerning the scope and features of 
the style of development sought by the Government, and defined by it as a mixed economy. This 
uncertainty was increased by the political tensions noted above, and it was not possible to relieve 
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them either by the authorities’ explanations of the role of private enterprise in the development ) 
the country or by the incentives granted by the Government to private investment. The latter i in 
production subsidies and price adjustments, and exchange rates for export articles. Despite 
uncertainty, in 1982 there was some private investment in mixed enterprises of regional importat 
such as that carried out in the chemical industry, aimed at re-orienting production. . 

Total consumption, as noted above, decreased by 5% because of the combined effect of a 5% 
increase in Government consumption and a very marked decrease of 9% in private consumption. 
Although difficulties in public finance led the authorities to attempt to reduce expenditures, and 
maintain an austerity budget and strict selectivity criteria, this was not always possible in practice. O 
the one hand, in view of the recession in economic activity, Government consumption continue 
promote demand. On the other, several unforeseen events made it necessary to expand public 
expenditure. Particularly influential were the expenditures for meeting the needs of the flood victims, 
and those relating to national defense and security. , 

The contraction in private consumption was linked to the deterioration in the purchasing | 
power of wages. However, the measures taken by the Government to avoid a further increase in | 
unemployment and underemployment, as well as the increases ordered in the minimum legal wages 
and the price controls on essential articles, caused basic consumption to be decreased less than total 


private consumption. 


~ 


b) Growth of the main sectors 


The 2% reduction of the gross domestic product was due to the fact that the goods category 
dropped by 2%, because of the decrease in the production of manufacturing, construction and mining | 
activities; only the agricultural sector grew moderately. Production of services, for its part, increased 
slightly due to an increase in generation of electric energy and an expansion in public administration, _ 
which categories offset the drop in transport and trade (see table 3). 


Table 3 


NICARAGUA: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of pisses 
dollars at hele paar Growth rates? 


1970 prices 
1980 1981 1982° 1970 1982° 1980 1981 1982* 


Gross domestic product 864 938 919 100.0 100.0 10.0 8.5. =2.0 
Goods 443 481 471 50.3. 49.1 0.8 8.6 -1.7 
Agriculture 239 263 268-4 27.05, 628.0 p4-10:0)e51021: 22 
Mining 2 2 1 0.7 Oa, 49:2 2.6 -16.0 
Manufacturing 183 188 WO 192 tee eles 2.8 -5.5 
Construction 19 28 24 5) 7 > aaa Ws  feP A!  T as P 
Basic services ws 84 85 LS 8.8 16.2 10.1 1.4 
Electricity, gas and water 25 28 30 ee Ef 11.8 8.4 8.0 
Transport, storage and communications 50 56 55 5.8 D7 MISS ATO. -1.8 
Other services _ . 370° 398 °° 403° 422° 41 18-7 7.8 1.5 
Commerce and finance 160 177 P74. 220. 5 18h 1637 S105 -1.7 
Ownership of dwellings 38 39 39 7 4.1 - 5.0 4 
Community, social and personal services® 172 182 190 isl 4:6 veel 9:9 c0 26.3 5.8 4.8 

Government services 129. 134 14a 1S a 


Source: ECLA, on the basis of figures supplied by the Central Bank and the Ministry of Planning of Nicaragua. 
, Preliminary figures. 
The growth rates and percentage breakdown correspond to real, and not rounded, figures. 


As the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly 
with the latter. 


d - . . . . . 
_ Includes commerce, financial institutions, insurance and real estate, except dwellings. 
Includes restaurants, hotels and business services. 
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NICARAGUA 
pein ? | Table 4 
NICARAGUA: INDICATORS OF AGRICULTURAL PRODUCTION 


Growth rates 


1970ie-ATSb 19BO bv OBZ ete eee 
982" 7979 1980 1981 1982" 


100.0 1264 100.9 1137 -117 -17.7 103 22 
100:0° 13233" "96.8 123.7 ~-13:2" -19 S257 1.6 
100.0 1089 1088 96.9 -8.7—--13.9  -16.5 6.6 
oduction of main crops 


Export crops (calendar year) 
Cotton 1485 2880 767 1355 -25.0 -61.0 1061 -11.0 


“Coffee 1 lee ee  'S (RM=  MRO STP: ose. 
“Sugar cane 37554 57 266 49228 61764 -3.5 -96 116 124 
Bananas 4770' 3°781° 2°682°°30078" "2810" ©-1:.4°°" 25.2 84 
Sesame iGteawi2? 206 «108 «64440 23a 2S 
‘Havana tobacco 15 26 35 ay “6.2, a Bd. oersl eb 553 


Crops for domestic consumption 
(calendar year) 


3 Maize 5126 4224 4281 3922 -32.1 14.2 1.8 -10.1 
Z Beans P2101 100 846 1325 -28.6 -1.9 42.5 9.9 
Rice 1095 1238 1218 1790 -24.3 30.0 34.6 9.1 
Sorghum 1318 1342 1988 1 4325 2.8 46.6 -8.0 -27.5 
Blond tobacco ‘é 40 45 7. mee (ih 35.2- 9-291. 494 


Indicators of stock-raising 
Number of animals slaughtered 


| Cattle Ril) 5.390. 372 gp F290 a) G8 208 ae 0.5 
Pigs 100 168. 904 284 15.6 2 18.8 16.7 
Poultry’ 1472 7535 18900 30700 -31.7 57.7 29.6 25.3 

Other indicators 
Mil Sp LGSSE TAS SOF M16 a6 FB F990 GH 


. Eggs*® = i 29 38mtes3:0 16:0 Tal OS 19.0 
Source: ECLA, on the basis of data from the Ministry of Planning of Nicaragua. 

“Preliminary figures. 

’The growth rates correspond to real, and not rounded, figures. 

“Thousands of quintals. 

“Thousands of head. 

*Thousands of pounds. 

JMillions of litres. 

® Millions of dozens. 


i) Agriculture. Despite the floods which occurred in May and the low rainfall of the following 
months —phenomena which affected the cotton, maize and sorghum, banana and sesame harvests— 
agricultural production increased by 2% through growth in other categories of the agricultural sector, 
such as sugar cane, tobacco, beans and rice, and the positive development of stock-raising activities 
developed positively because of the increase in beef, pork and poultry production (see table 4). 

Efforts generally continued towards accelerating the process of agrarian reform and 

distribution of income for the benefit of the peasants and towards improving productive capacity. 
During the first half of 1982, property deeds were granted for an amount of 90 000 manzanas? to 
peasants associated together in 140 production or service co-operatives. The land in question was 
both land held by private individuals and large estates expropriated under the Agrarian Reform Law, 
which provides for such action when unused areas exceed 500 manzanas in the Pacific and Matagalpa 
regions, and 1 000 manzanas in the rest of the country. The peasant sector was also provided with the 
technical assistance and financing required for production. 

Asa result of these efforts, in 1982 there was a trend towards recovery of the production levels 
attained before the 1978-1979 conflict in the majority of crops. However, production of cotton, 


30One manzana is equivalent to 0.7 hectares. 
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Pe? A 
bananas and maize, and the amount of cattle slaughtered were substantially lower than they had been 
in the years preceding the conflict. Reae per yate: itive ss oe. . 

The deterioration in cotton production was a serious problem, since cotton is the second main 
export product. After a partial recovery in 1981, production decreased by 11 % in 1982 and was: ‘hus 
equivalent to 51% of the volume produced in 1978. Although the lower yields were to a large extent 
the result of the drought noted above, the drop in production was also influenced by the low prices in _ 
international markets, the apathy of private entrepreneurs and even the sluggishness of so me 
enterprises in the Area de Propiedad del Pueblo, which did not take full advantage of the resources a 
their disposal. 

During 1982 there was also a drop of slightly more than 8% in banana production, which had | 
grown by 25% in 1981, although without yet recovering its 1978 level. The drop recorded in 1982 
partly due to the May floods, which affected 1 200 manzanas of crops. This was joined by marketi 
problems, since the transnational corporation which controls a significant portion of the world 
market of this fruit and which had been providing technical assistance and purchasing Nicaraguan 
production under a long-term agreement signed in 1981, decided to abandon its activities in the — 
country in October 1982. 3 7 

In contrast, the situation of the other export products, especially sugar cane, was positive. Sugar 
cane production grew for the second consecutive year at a rate of around 12%, exceeding its 1978 | 
level. These results stemmed from the relatively favourable international prices in 1980-1981, which 
inspired an increase in the area sown during this cycle in the Area de Propiedad del Pueblo, and from _ 
the fact that this activity has been promoted by private entreprenuers who deal in this crop, and who . 
control more than 50% of the sown area. q 

Coffee production also experienced a relatively favourable expansion rate of 4%, similar to that — 
of 1981. This progress was partly due to the different coffee policy measures and actions applied in © 
the last three-year period. Among them were, in the first place, the blight control programme, which 
involved heavy expenditures to replace low-yield coffee plants with plants of higher production and | 
make better use of pesticides, technical assistance and provision of services to small producers and co- 
operatives; in the second place, the generous financial support given to the various production 
processes in the private sector, especially to co-operatives and small producers, as well as price 
incentives and better exchange rates; in the third place, the suitable climatological conditions in the 
main coffee-producing zones, and finally, the improvement of the administrative and technical level 
of the companies of the Area de Propiedad del Pueblo, both in agricultural production and cattle _ 
slaughtering. 

Production of Havana tobacco rose by 53%, after the severe contraction of the preceding year. 
This was due to better cultivation techniques and especially to pest control. 


Among crops for domestic consumption, results were also varied. Maize and sorghum 
production decreased by 10% and 27%, respectively, as a result of the climatic factors noted above. 
Rice and beans, on the contrary, attained production volumes that were much higher than those 
reached before 1978. Despite the fact that the drought harmed the temporary seedlings, rice 
production rose by 9%, while the bean harvest increased by 10%. 

The increases obtained in the production of some basic grain products were fundamentally due 
to the Programa Alimentario Nacional (National Alimentary Programme), which provides for 
measures to improve the production and distribution of foods making up the basic diet of the 
population. 


In the stock-raising sector, beef production recovered slightly after three consecutive years of 
decreases caused by the high extraction indexes of 1978 and 1979. This result was influenced by the 
efforts aimed at replacing the reproductive herd —which included the importation of studs during 
1979— and the policy of price incentives to cattle producers which has gradually been adopted and 
which probably encouraged deliveries of cattle that was relatively young, but with weight 
requirements imposed by the packers. : 

The growth in poultry-raising activity, for its part, appeared in poultry slaughter and egg 
production. This growth was the result of development of enterprises in the Area de Propiedad del 
Pueblo, in the framework of the above-mentioned Programa Alimentario Nacional, a phenomenon 
which also had positive effects on pig-raising activity and milk production. 
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j es te Table 5 
et 3 F NICARAGUA: INDICATORS OF MINING PRODUCTION 


Growth rates’ 


1970 1975 1980 1981 19822 ———————————-—— 
9 1979 1980 1981 19827 


ndex of mining production 


(1970 = 100) 100.0 63.3 564 57.3 47.8 -18.5 2.4 16 -16.6 
duction of some important i 
nerals (thousands of 
“roy ounces) 
Gold laf rad als <> ali css ls te ti 
Silver 127 142 164 140 84 sf Bs and S90 uc 04 


- Atlantic Coast has gradually been becoming exhausted, and it has been necessary to suspend activities 


Source: ECLA, on the basis of figures from the Ministry of Planning. 
-*Preliminary figures. 


? ¢ growth rates correspond to real, and not rounded, figures. 


ii) Mining. This activity is fundamentally based on gold and silver extraction and is aimed 
“primarily at the external market. In recent years the production capacity of the mines located on the 


'. . . . ° . . 
in one of the main mines in that zone, which has brought about a decrease in production of around 


17% in 1982 (see table 5). 


iii) Manufacturing. Manufacturing activity had to meet several problems of an administrative 


and market nature, as well as apathy on the part of extrepreneurs and a lack of qualified personnel. 


For this reason, its degree of reactivation from 1979 onwards has been relatively low, despite the fact 
that some production agreements were concluded between the Government, entrepreneurs and 
workers. In 1982 some of those constraints continued, but passed into the background. The shortage 
and higher price of foreign exchange, which limited purchases of imported inputs, became the main 
cause of the nearly 5% drop in this activity and of the general recession in the different branches (see 


. table 6). 


“J 


The printing, paper and transport equipment industries experienced severe contractions, from 


30% to 36%. But a significant decrease was noted in nearly all the remaining items. This was the case 


for production of beverages, tobacco, shoes and clothing, wood, furniture, chemical products and 
machinery, which dropped between 13% and 22%. The production decrease was smaller in the case 
of textiles, petroleum products and non-metallic minerals. The only production increases were 
recorded in leather and leather products —which grew by around 7%, in keeping with the increase in 
cattle slaughtering— rubber and metal products —since importation of their inputs was not 
burdened with the tax on foreign exchange— and food, which represents more than half of national 
manufacturing activity. However, the latter did not manage to recover the level it had attained in 
1978. 

Although in some products the drop in production was the result of restrictions on demand, in 
the case of several others the cause was the shortage and rise in price of foreign currency. Production 
thus proved to be insufficient to meet local demands for some non-durable consumer goods such as 
beverages, tobacco and clothing, while in the case of other articles, such as some chemical products, 
furniture and wood, it hindered the filling of orders from other Central American countries. 

In view of this situation, economic policy, besides tackling the problem of short-term exchange 
allocation, attempted to respond to structural problems. In this respect efforts were made to re-orient 
industry so as to replace or decrease external purchases of inputs. For example, during 1982 
investments were made in the chemical industry and others were directed towards increasing 
production of plastic containers and reducing consumption of electric energy, whose generation still 
requires a high volume of petroleum. In order to encourage exports, investments were also made in 
ventures such as a wood and wood pulp factory and a sugar refinery which ts expected to increase the 
country’s refining capacity by 30%. 

iv) Construction. After two years during which the construction sector partially recovered from 
its severe decreases of 1978 and 1979, the sector decreased by 13% in 1982. 


465 


This drop was due both to less investment by public institutions and the erpngeednc: 
Pueblo, which the efforts of the central government were unable to offset, and the sad 
private activity. The central government's capital expenditures expanded due to ae : lo 
income housing and repairs of the damage caused by the armed invasions and the floods . : emont 
of May,‘ despite the fact that in 1982 reconstruction of the Managua centre decreased an ee 7 
completion of construction on some infrastructure works, such as the highway connecting the Pacific 
and Central zones of the country with the North Atlantic coast. A 

Construction of low-income housing continued at a slow rate —at least lower than that required 
to meet the needs of the population— because of financial and foreign exchange problems, since 30° 
of such constructions contain imported material. During 1982 an area of 83 000 cubic metres was 
constructed, as opposed to 75 000 cubic metres the year before. In addition, the housing damaged by | 
the floods was moved to better-located sites, with better sanitation and greater facility of access to | 
public drinking water, lighting and transport services. Nevertheless, this housing continues to be | 
precarious because it was built with the material available, which was generally of low quality. 


Table 6° 
NICARAGUA: INDICATORS OF MANUFACTURING PRODUCTION 


Millions of cérdobas 
at 1958 prices 


1970 1975 1980 1982* 1979 1980 1981 1982" 
EN a oe ee eee 


b 
Growth rates 
| 


Value of total production 2455 3320 3131 3060 -268 12.3 2.7 =49 
Food £129 “2b 4221138661 519 H-1G0Sy £034 3.4 6.0 — 
Beverages 135 195 344 ..289...-20.0. . 47.5... -2.9  =l3:am) 
Tobacco 63 81 120 100 -22.0 48.1 3.5 -13.9 
Textiles 119 178 102 134-374 4.9" 37.6" om 
Footwear and clothing 110 87 rig 105 -43.3 132.0 10.0 -147 
Wood and cork 68 122 61 50 = -41.0 3.9 47 =22:1 
Furniture and fittings 21 19 17 13 sesh 1S oi 393 54 -149 
Paper and paper products a3 66 47 36 -40.3.—-17.1 9.9 -30.1 
Printing, publishing and 

related industries 49 51 56 40  -26.6 «50.5 "11.7" =3am 
Leather and leather products 29 24 25 212100 FZ =199 6.5 
Rubber products 2 9 21 25 -25.2 149.4 5.8 15.1 
Chemicals and chemical products 282 480 399 SLL 523 6.4 =3.)5 eae De 
Petroleum products 85 132 140 145 -294 45.1 122 -7.9 
Non-metallic minerals 85 145 109 97 -56.3 67.6 -6.0 -5.0 
Metal products 135 185 118 116 -50.8 40.9 -2.9 1.0 
Electrical and non-electrical machinery 31 54 31 2 -47.6. 1-225): =19:89 =e 
Transport equipment 5 10 7 6 -40.5 1.6.6 “127o 30 
Others 68 61 36 30> 405369 9.1. 25am 
Other indicators 

Industrial consumption of electricity” 179o 238 250. 206s See 3.1 20.9" = =6u7 
Employment® 22 26 29 30° 2-13:8 11.0) [3S ee 


Source: ECLA, on the basis of figures from the Ministry of Planning. 
» Preliminary figures. 

Millions of kWh. 
“Thousands of persons. 


4This caused damage or destruction to 732 kilometres of paved roads, 1 000 kilometres of secondary roads, 2 500 
kilometres of production roads, 18 kilometres of railroads, and 25 air runways in the interior of the country; there was also 
considerable damage to the port of Corinto. In the cities 35 bridges and drains were destroyed or collapsed, and there was 
damage to more than 30 kilometres of paved roads, 50 kilometres of cobblestone roads and 90 kilometres of dirt roads. The 
floods affected the water supply system in around 40 cities and villages of the Pacific region and the sewage system in two of 
them. Six thousand five hundred units of precarious housing for families with low economic resources were also destroyed, and 
4 700 were damaged. It is estimated that total loss in infrastructure for different uses amounted to US$ 180 million and losses 
in housing and other buildings, US$ 27 million. 
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; | NICARAGUA 
- ie Table 7 ervey - 

ae __ NICARAGUA: ELECTRICITY INDICATORS 
; Millions of kWh | Growth rates 


1970 1975 1980 1981 19827 1979 1980 1981 1982" 


429 681 785 834 874 -17.8 8.0 6.2 4.8 
104 132 205 240 252 -14.2 41.3 17.1 5.0 


54 61 Bist 1G ryOldTBs (0 +26.diriee-2O9 st el OG 

179 258 242 285 275 -26.5 ni 17.8 -3.5 

2i 28 68 - as -7.8 46.0 — de a 

9 14 20 25 Se lice pbs 7-0 igen? - 

17 4 48 68 84 -31.2 45.6 41.7 31.3 

umpin, 16 30 52 55 60 -0.1 15.8 5.8 9.1 

lectricity 

vyholesalers® 29 117 82 - 2 -5.5 -49.4 : - 
srOSS generation 
of power by type 

of station — 509 821 977 1010 1015 -18.9 12.4 3.4 0.5 

Hydroelectric 276 355, 484 485 491 110.3 30.6 0.2 2 

Thermal 233 466 482 513 512 -44.1 -1.4 6.4 -0.2 

Diesel and gas 11 12 12 -50.5 14.4 pil - 


- Source: ECLA, on the basis of figures from the Ministry of Planning and the Instituto Nicaragdense de Energia (Nicaraguan 
af Energy Institute - INE). 

_*Preliminary figures estimated on the basis of the January-August variation. 

“Including Government. 

“In January 1980, INE began to take over wholesale distribution gradually until it absorbed this whole component in August 
~ 1980. For this reason, comparison between 1979 and 1980 is valid only in respect of the total and not of the individual uses. 


a 


The central government also gave consideration to reconstruction of the damages to 
infrastructure works in the areas of transport, health, drainage and the road network of various cities, 
but this was not able to offset the drop in construction in other public and private sector areas. 
Some official institutions delayed their activities because of lack of timely external financing, as 
happened with several projects, among them the electrification works. In these cases, as with the 
- enterprises of the Area de Propiedad del Pueblo where the work on replacing the capital destroyed 
during the 1978-1979 conflict has been decreasing, difficulties were met in defining projects to 
increase productive capacity; this limited opportunities for expanding construction. The projects 
being implemented, such as thermoelectric power stations, irrigation works and manufacturing 
concerns, were insufficient to replace the levels obtained in preceding years. 

Furthermore, private sector constructions were affected by the climate of uncertainty among 
enterpreneurs and by the economic depression, in addition to the effect created by the measures 
announced during the year concerning the possible transfer of housing property to its users. 

v) Basic services. On the average, these sectors grew by only slightly more than 1%, as a result 
of unequal activity between electricity, gas and water on the one hand, and transport, storage and 
communications on the other. The first three grew for the third consecutive year, after their severe 
contraction of 1979. This was a result both of the continuation of the programme for expanding 
hydroelectric generation capacity in order to decrease consumption of imported energy inputs, and of 
the efforts aimed at expanding irrigation and road works, primarily in some rice —and sugar cane— 

' producing zones (see table 7). 

Transport thus decreased by 2%, because the rate of activity shrank in the goods-producing 
sectors and external trade, after a very strong two-year period in which both freight service and urban 
and inter-urban passenger service expanded, on the basis of equipment imported from some Latin 
American countries such as Mexico, Brazil and Spain. Lack of spare parts was also a factor in the 
decline. 

vi) Other sectors. Ina manner similar to what had occurred with basic services, other services as 
a group grew by more than 1%, with very unequal trends in their components. Only government 
services continued te increase their rate (7%), because of a rise in purchase of goods and in defense 
expenditures. Trade activities and finance, on the other hand, declined because of the influence of the 


general recession. 
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c) The evolution of employment e ote Sethe. 
Upon the increase in the labour force and the decrease inemployment because of the lower ran 
of activity in construction, manufacturing and services, the rate of urban unemployment incre 
sharply from 11.5% in 1981 to 18.6% in 1982 (see table 8). : Sa 
The public expenditure policy, aimed at reconstruction through | massive utilization ¢ 
manpower, avoided an even further deterioration in the employment situation 1n the urban ce 
Furthermore, various factors have combined to alter trends in the economically ac 
population, its composition and employment levels. The rise in school attendance rates, 
distribution of lands and the allocation of financial resources to the peasantry helped reduce 
number of persons seeking work in the agricultural sector. In particular, supply of manpower f 
seasonal harvest work decreased, for which reason it was necessary to mobilize students and worker 
from the public sector to gather the cotton and coffee harvests. Greater resource to mechanization: n 
tasks usually executed by hand was also necessary, this was the case for the cotton harvest, which coul¢ 
be extended to other crops, such as sugar cane and some horticultural products. 


3. The external sector 


The external sector has been a factor of limitation of the economy in recent years. This phenomenon 
has become more acute to the extent that the terms of trade have been negative because of the | 
constant increase in import prices and the adverse trends in prices of export products. Asa result, the | 
| 
| 
. 
: 
: 


trade balance has worsened, despite efforts to expand exportable production and progress attained in _ 
some products such as coffee and sugar cane. It has not been possible to recover the traditional _ 
volumes of external sales of cotton —one of the main foreign-currency-generating products— meat 
and the manufactured articles which are sold in the rest of Central America. 

In order to increase exports, some exchange measures were adopted. Thus exporters could _ 
receive part of their sales in official currency.certificates, negotiable in the legal parallel market. That _ 
proportion varied from 10 to 40% of the amount of sales, according to the product in question. This _ 
meant a change in the effective exchange rate and provided relatively easier access by producers to the 
foreign currency necessary for importation. Nevertheless, imports decreased considerably in 1982, 
after the substantial increases of 1980 and 1981 (see table 9). However, the trade deficit continued to 
be high, although it was reduced to half of that recorded in 1981. | 

In the last three-year period, international financial assistance made it possible to offset the 
trade imbalances and the losses stemming from the unfavourable terms of trade, but net external 
financing decreased substantially in 1982. The external debt, for its part, has increased, and, despite 
the renegotiation agreements, interest and amortization payments absorbed 51% of exports of goods 
and services. For all these reasons, there was an acute scarcity of foreign currency in 1982. 


Table 8 
NICARAGUA: EMPLOYMENT AND UNEMPLOYMENT 


1979 1980 1981 1982° 
Rates of unemployment 
National . 22.9 17.8 16.6 20.3 
Agricultural activities 24.8 26.4 23.4 22.6 
Non-agricultural activities 21.4 Lick 1.ds.5 18.6 
Managua 24.6° 13.77 Bt 13.4 
Indexes (1976 = 100) 
Labour force 110.3 114.3 119.2 122.6 
Employment 86.5 95.7 105.2 98.8 


Source: ECLA, on the basis of data from the Ministry of Planning. 
Preliminary figures. 
Rate of subutilization: includes under-employment and open unemployment. 


ep ot) Employment Programme for Latin America and the Caribbean (PREALC), on the basis of the survey conducted in 


d 5 
Instituto Nacional de Estadistica y Censos (National Statistics and Census Institute - i 
conducted in August-September of 1980. Ot eee 
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a | Table 9 
NICARAGUA: MAIN FOREIGN TRADE INDICATORS 


1977 


. G h 
ports of goods FOB Savenbew 
ah |S) -4,7 -26.8 10.9 -14.2 
-4.9 7.1 -11.9 -37.9 13.0 -9.7 
5.2 8.2 17.8 - -1.9 -5.0 


ey 45.2 -21.4 -29.7 106.5 Thy -28.0 
a olume 36.7 -28.8 -38.7 71.9 75 -31.4 
~-Unit value 6.2 10.3 14.6 20.1 3.9 5.0 
Terms of trade (goods) FOB/CIF 16.2 -13.8 -5.6 -14 -5.8 -9.5 
LA Indexes (1970 = 100) 

Terms of trade (goods) FOB/CIF eg ee TD 
Purchasing power of exports of goods 1774 1644 141.2 84.8 89.4 72.4 
Purchasing power of exports of goods 

and services 168.1 153.6.51412912 123 82.0 67.4 


Source: ECLA, on the basis of official figures. 
, Preliminary figures. 
Volume of exports, goods or goods and services in each case, adjusted by the respective terms-of-trade index. 


a) The terms of trade 


The terms of trade worsened for the fifth consecutive year, decreasing by around 9.5%. While 
the unit value of exports decreased by 5%, that of purchases from abroad rose in the proportion (see 
table 9). 

Although the drop in prices of export products was widespread, it mainly affected cotton and 

“coffee, which together represent 50% of exports. The price of the former was an average of US$ 64 
per quintal, in comparison with US$ 75 in the preceding two-year period. Sugar prices also shrank 
considerably. 

Although international prices of petroleum dropped in 1981, the inflationary process 
continued in the countries producing manufactured products, which broguht about rises in the price 
of agricultural and industrial inputs, as well as in the spare parts and accesories which the countries 
purchased that year. 

In order to evaluate the impact of the deterioration on the terms of trade, it is sufficient to recall 
that if the 1980 prices had remained stable, US$ 140 million less would have been spent on imports 
and US$ 40 million more would have been obtained for external sales. Thus on the whole, the 
country’s losses because of trends in international prices since 1980 were approximately US$ 180 
million in 1982. 


b) Merchandise trade 


The 5% reduction in export prices was joined by a drop of nearly 10% in their volume. These 
two factors brought about a drop of 14% in the total value of sales of goods abroad, after the 11% 
increase recorded during 1981. Total value of imports, for its part, decreased by 28% because of the 
more than 31% decrease in their volume (see table 9). 

Exports decreased despite efforts to recover pre-1979 levels. This was possible in the case of 
coffee and sugar cane, whose production had responded to the governmental programmes and 
projects to raise coffee yields and increase yields from the area containing sugar cane crops. Thus in 
1982, the volume of external coffee sales slightly exceeded that of 1981, although its total value 
decreased by US$ 3 million due to the drop in its international price. A similar situation prevailed in 
the case of sugar cane, whose exported volume increased slightly in 1982; however, since the price 
went down substantially, the value of those sales decreased by 25% (see table 10). 
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With regard to cotton, although prices decreased by 13%, the value declined mainly because of 2 
decrease in the volume exported. As noted above, the area cultivated stayed practically the same 
during the last three growing seasons, due to the sluggishness of the cotton policy and the May floods, | 
which even made it necessary to abandon lands that had already been prepared for sowing. 

On the other hand, the value of external sales of beef rose by 47% thanks to the increases in 
production, since prices in external markets remained stable. Despite this substantial increase, the 
value of meat exports barely recovered its 1977 level and was still lower than that attained in the 
1978-1980 period. However, these exports are showing some favourable prospects to the extent tl 
the reproductive herd is being replenished and the different livestock-support programmes being | 
implemented are beginning to show results. _— | 

Banana exports were affected by the rains in May which, as noted above, destroyed around 1 200 — 
hectares of crops. In addition, because of a failure on the part of the company which was purchasing | 
the entire production to meet the agreement for purchasing the fruit, sales were lost and it v 
necessary to change the channels of distribution and negotiate with other intermediaries. 

Sales of manufactured products in the Central American Common Market declined for the | 
fourth consecutive year due to severe limitations on purchasing imported inputs, which had negative | 
effects on industrial production. Thus, the value of exports to the region decreased by 25% because of 
a contraction in exports of chemical and textile products, among others. } 

In view of the negative performance of exports, the substantial increase in factor payments an | 
the growing difficulties in obtaining additional external financing, the Government was compelled to 
restrict imports. Thus total purchases of goods decreased by 29%, with a decrease of 4% in consumer . 
goods, 18% in raw materials and intermediary goods, and 43% in capital goods (see table 11). Thus | 
the import coefficient dropped from 32% in 1981 to 21.5% in 1982, measured in constant terms. . 

Since purchases of raw materials and intermediary goods decreased substantially less than the | 
remaining goods, their relative share increased to represent around two-thirds of total imports. _ 

Although external purchases of capital goods decreased substantially, those intended for 
agriculture grew at the rate of the investments made in that sector and of the purchases of agricultural 


Table 10 
NICARAGUA: EXPORTS OF GOODS, FOB 


a 


Millions of dollars tues Growth rates 
1980 1981_1982*__ 19701982" 1979 _1980_1981_1982! | 
Toral 41 500 429 100.0 1000 -46 -268 11.0 -143° 
Central America 76 71 53 25.8 123 =32:9 "2226 -6.7  -25.0 
Rest of world 375 429 376 74.2 87.7 3.6 -27.6 14.5 -124 
Main traditional exports 340 391 348 64.6 81.1 -3.1 -21.8 “14.6 =1is 
Cotton 30 123 87 «19.1 203 -3.7 °-77.7 307.3 29% 
Coffee 166 137 134 18.0 31.4 -20.6 4.5  -17.4 -1.8 
Sugar 20 50 38 5.5 8.8 -0.3 46 145.4 -25.1 
Meat 58 23 34 14.9 8.0 38.1 -37.6 -60.4 47.0 
Shrimp and lobster 27 20 29 3.4 68 47.5 23.3 -26.5 48m 
Gold 33 24 15 Dey aS -8:1° 4772 "227.7 =378 
Sesame 6 8 6 é 1.4 “3.9... 96.9 «227.06 =2aae 
Cotton-seed cake and meal - 6 5 1.4 Tet -9.3 ae .. » =2038 
Main non-traditional 
exeors 53 56 35 9.7 8.1 -35.9 6.0 3.0 -37.5 
pe 8 21 16 0.2 Shi hoe SiS 31.3 148.8 -244 
emicals 32 29 19 5.3 44 -39.8 38 -12.0 -348 

Lae and relates products 6 5 - | - -344 -22.7 -16.7 

ilver 7 1 - - sh 2 -85. 7 
Milk products ; : RA : 26 sie a 7 
Other 58 54 46 25.7 10.8 L.7) -5177 9 3.722 


Source: ECLA, on the basis of data from the Ministry of Planning. 
“Preliminary figures. 
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NICARAGUA 
Table 11 
4 NICARAGUA: IMPORTS OF GOODS, CIF 


Millions of dollars - seh re Growth rates? 


1980 1981 1982° 1970 1982 1979 1980 1981 1982" 


b 


A 


peal 887 990 700 100.0 100.0 -39.4 1463 116  -29.3 
rom Central America S01aha 212 aed47 w 21.0 -19.9ue#70.9- -27°9 .-32:3 
From rest of world S860 773 06553 » 79.0 -45.3:0°135.3 "51.90 122815 
Consumer goods 258 229 -«-128-«—-29.2 18.3 -34.3 165.2 -11.2 44.1 
Durable 43 47 20,4 10.2 2.9  -209. 1200 9.3 -57.4 
Non-durable 215 182 108 19.0 15.4 -60.8 1760 -15.3  -40.7 
Raw materials and 
intermediate goods 519 552 453 47.6 64.7 -34.8 139.7 6.4 -17.9 
— and fuels 174 202 191 DJ 27:25 148-9 129.7 — — 16mg A 
er 

For agriculture ~ 61 55 48 oe 69-575 295.5 ~~ -9.8 eas 

For manufacturing 248 254 170 »- 243  -38.9- 1243 24 -33.1 
For construction 30 5) 20 Ss 29 -41.9 138.7 =16.7-.+-42:9 
Other 6 6 24 a 3.4 sis = - 300.0 
Capital goods 110 209 119 23.2 17.0 -59.8 137.7 90.0 -43.1 

For agriculture ~ 24 30 45 1.8 64 -664 458.1 25.0 50.0 

For manufacturing 61 119 60.17.0 SIGN 8:25 195: 29). te - 496 

For transport 25 60 14 4.4 2.0 -58.7 137.1 140.0 -76.7 


Source: ECLA, on the basis of figures from the Ministry of Planning. 
“Preliminary figures. 
The percentage breakdown and growth rates correspond to real, and not rounded, figures. 


machinery made by public institutions for sale to individual farmers, enterprises of the Area de 

Propiedad del Pueblo and co-operatives. 

External purchases for the industrial sector, both of raw materials and capital goods, shrank 
severely, which had a negative effect on manufacturing production. The same occurred with imports 
of fuels, intermediary products for construction and agriculture and capital goods for transport, all of 
which helped check global economic activity. 


c) Services trade and factor payments 


The balance between income and expenditures for services, although it remained negative, 
decreased by 75% in comparison with 1981, going from US$ 81 million that year to US$ 23 million 
in 1982. This situation was due to the fact that the category of income from services remained 
relatively low since two of its main components, travel and transport and insurance, remained stable. 
On the other hand, outflow in those categories dropped from US$ 128 million to US$ 70 million, 
owing to the greater influence by the transport and insurance category because of the decrease in 
merchandise trade. 

Factor payments increased considerably because of liquidation of interest on the external debt, 
which exceeded US$ 150 million. This sum represented nearly 50% of the current account deficit and 
meant a very substantial increase over the preceding year (see table 12). 


d) The current account position and its financing 


The events described above, especially the sharp contraction in imports, brought about a 
substantial decrease in the current account deficit, which dropped from US$ 570 million in 1981, to 
slightly more than US$ 390 million in 1982. . 

To meet this deficit, nearly US$ 60 million was provided by the international community 
through credits to the government, a large portion of which was used to finance social programmes 
(food, health, education and housing), relating to the damage caused by the floods in May. 
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Table 12 
NICARAGUA: BALANCE OF PAYMENTS 
(Millions of dollars) 


~ 


Balance on current account 
Trade balance 
Exports of goods and services 
Goods FOB 
Real services 
Transport and insurance 
Travel 
Imports of goods and services 
Goods FOB ~ 
Real services 
Transport and insurance 
Travel 
Factor services 
Profits 
Interest received 
Interest paid 
Others 
Unrequited private transfer payments 
Balance on capital account 
Unrequited official transfer payments 
Long-term capital 
Direct investment 
Portfolio investment 
Other long-term capital 
Official sector 
Loans disbursed : j 
Amortization payments -27 -24 -22 -75 -66 -93 
Commercial banks* - -7 5 = fa bs 
Loans disbursed - - - 
Amortization payments - - - 


Other sectors? 62 12 =D 
Loans disbursed 97 58 15 
Amortization payments -35 -46 -17 
Short-term capital (net) -16 -184 -258 
Official sector 8 -13 14 
Commercial banks 55 55 -20 es 
Other sectors -80 -227 -252 x 8 oe 
Errors and omissions -4 -10 -30 24 53 -16 
Global balance® 9 -84 5 -112 111 -123 
Total variation in reserves 7 
(- sign indicates an increase) 9 83 -9 107 -115 123 
Monetary gold . - -1 - - e. 
Special Drawing Rights -1 -1 6 -5 -4 
IMF reserve position - - - - . 
Foreign exchange assets 2 99 -75 120 -86 
Other assets 1 -15 vi - = 
Use made of IMF credit -8 - 55 -8 ms ie 


Source: 1977-1981:International Monetary Fund, Balance of Payments Yearbook, magnetic tape March 1983; 1982: ECLA, | 
on the basis of official data. 

“Preliminary figures. 
Real services also include other official and private transactions, but not factor services. 

“Including long-term and short-term capital. 
ie oes to loans received and amortization payments made, this entry includes net loans granted and other assets and 
iabilities. 

“Including US$ 223 million for renegotiation of the external debt in 1981 and US$ 6 million for the same item in 1982. 
Including short-term capital. 

* The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 
variation in reserves of opposite sign and the global balance represents counter part items: monetization or demonetization 


of gold, allocation or settlement of Special Drawing Rights, and variations due to revaluation. 
Estimates. 
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NICARAGUA 
______ NICARAGUA: INDICATORS OF EXTERNAL INDEBTEDNESS ele 


Bits 


ee Ge Millions of dollars 
rnal public debt® 
SaET) 874 961 1 131 A579 2 163 2 410 
sements 243 139 188 470 655 513 
rvice 98 103 60 60. at. 196 
\mortization payments 50 52 18 22 an 66 
nterest payments 48 he 42 38 * 130 
bal external debt’ 
vice : 112 137 104 154 155 244 
nortization payments 62 70 39 75 66 93 
Interest payments 50 67 65 79 85 151 
, Percentages 
lobal external debt service/ 
orts of goods and services 15.6 19.0 15.5 30.6 28.3 513 
lic debt service/disbursements 40.3 74.1 31.9 12.8 26.1 62.6 


ource: ECLA, on the basis of information from the Ministry of Planning. 

31 December 1978, the short-term debt amounted to US$ 131 million; commitments in respect of guaranteed to US$ 36 
llion, private debt not guaranteed by the State, to US$ 264 million and State-guaranteed private debt, to US$ 6 million. 
liminary figures. 

nd-year balance of debts having a term of over one year. 

Stimates according to balance-of-payments data. 

* Amortization payments on the long-term debt, with the exception of 1981 and 1982, which also include the short-term debt. 


To cover the remainder, loans were obtained from abroad in the amount of nearly US$ 320 
million, a figure which contrasts considerably with the US$ 640 million received in 1981. Even if 
account is taken of the renegotiation of the external debt (which brought the country US$ 223 million 
in 1981 and only US$ 6 million in 1982), the loans received decreased by 25%. That drop was partly 
due to the fact that the lines of credit made available to the country were not totally utilized, either 
‘because it had not yet been decided how they would be used, or because the actual viability of the 
projects for which they were negotiated had not been determined. Of greater significance, however, 
were the effects stemming from the financial crisis in the industrialized countries which, in the case of 
Nicaragua, intensified because of the obstacles to external financing for the extra-economic reasons 
noted above. 

Furthermore, since payments on capital expanded by more than 40%, it was necessary to resort 
to US$ 123 million in international reserves, chiefly assets and foreign currency from previously- 
contracted loans which had not been utilized. 


e) The external debt 


During 1982 the renegotiation of the external debt was concluded with the establishment of an 
agreement between the Government and the lending institutions of the commercial banks, by means 
of which the former assumed the responsibility of paying US$ 550 million over a period of 10 years, 
with interests adjusted according to the LIBOR. Another positive event was the loan granted at the end 

‘of the year by some private banks. Although it amounted to only US$ 25 million, it was the first 
private loan obtained by the new Government. 

Nevertheless, one of the main bottlenecks which the economy had to confront was the high 
burden of servicing the external debt. It increased sharply and came to represent 51% of total exports 
of goods and services. This increase stemmed from a rise of nearly 78% in interest payments and an 
increase of more than 40% in payments on capital (see table 13). 

In addition, the country received a lower volume of financial resources, as noted above. As a 
result, the external debt service absorbed more than 62% of the loans received. Thus the balance on 
capital account was sifficient to cover only a fraction of the petroleum imports —those carried out 
under the Treaty of San José— and purchase agricultural machinery and other capital goods utilized 
in productive activities and infrastructural works. 
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4. Prices and wages 


In 1982 the consumer price index indicated an annual average variation of nearly 25%, a figure 
similar to that of the preceding year. While increases in the sub-indexes of food, beverages and 
tobacco and clothing exceeded the average, by 29% and 27% respectively, the increase in housing was 
21% and that of the miscellaneous category 16% (see table 14). “ 
The marked decrease in imports and the reduction of domestic supplies helped to maintain 
inflationary pressures, which were also influenced by the increase of prices of imported articles — 
(partly due to the tax levied on foreign exchange) and the expansion of the fiscal deficit. Furthermore, | 
the May floods caused difficulties in the circulation of goods and some temporary shortages, which | 
caused some speculation and a sudden rise of prices in June and July. 
The factors noted above could have caused price increases higher than those recorded, but such 
increases were avoided by the government policy and especially by the restrictive monetary policy, the 
freezing of nominal wages in the medium- and high-income strata and the subsidy policy. The latter _ 


even succeeded in causing the rises in basic foods and other subsistence articles to be substantially f 
lower than the general averages (see table 14). es + | 

Among direct actions to control the price rises were the participation of public institutions in | 
trade activities, especially in the distribution of essential articles. Thus in 1982 the State controlled 
around 50% of the trade in basic grains and a lower proportion of that of other goods and services 
considered to be indispensable. Prices were also set at the producer and consumer levels for a series of 
articles including milk and basic cereals, which are subsidized products since the producers receive 
higher prices than those paid by the consumers. The difference between the two, as well as the 
marketing costs, are covered by the Government. The State also subsidized urban mass transport. In 
all of these products and services the official consumer prices remained stable during 1982. 

Other control measures included the assignment of quotas for the distribution of some articles 
such as sugar, rice, gasoline and other petroleum derivatives, and the maintaining of close supervision 
over trade in articles with pre-established prices which are marketed by private individuals. 

With regard to wages, the few indicators available suggest that there was a deterioration in real 
wages. In the public sector, the policy was generally followed of freezing wages at the levels of the 
preceding year, while the nominal minimum wages increased by 12% in industry and 7% in the rural 
area. Unfortunately, sufficient indicators are not available to quantify the deterioration in real wages. 
Rather, the average wages of the members of the social security system reflect an increase of 13.5% 
(see table 15). However, that adjustment was due to the rapid expansion of coverage of the social 


Table 14 
NICARAGUA: EVOLUTION OF DOMESTIC PRICES“ 


1977 1978 1979 1980 1981 1982” 
eh Variation from December to December 
Consumer price index 10.2 43 70.3 24.8 23.2 222. 
Food, beverages and tobacco L0.7 1.6 97.7 36.8 25.9 23.9 
Clothing 2.6 43 46.0 21.0 24.0 225) 
Housing 8.9 7.9 ope OF 23.7 21.6 
Miscellaneous 12.5 aS, 65.6 14.3 16.0 17.9 
4 sees Variation between annual averages 

onsumer price index 11.4 4.6 48.2 3 
Food, beverages and tobacco 14.8 3.6 63.3 me es ao 
Main essential foods® s re a -s 18.2 9.1 
Clothing 28 33 263 32.5 20.5 27.3 
ousing 6.9 6.3 29:9 (leks, 20.6 203 
Miscellaneous 123 48 45.2 28.2 15.2 16.5 


Source: ECLA, on the basis of data from the Ministry of Planning. 
Index of consumer prices for the Metropolitan area of Managua. 

Preliminary figures. 

Including rice, beans, sugar, coffee, processed maize, beef, eggs and dairy products. 
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| NICARAGUA 
Hess Eun eeytry newod Table 15 
etd NICARAGUA: EVOLUTION OF WAGES AND SALARIES 


Growth rates 


Indexes (1975 = 100) 


1979 1980 1981 1982". 1979 1980, 1981 = 1982" 
153.9 1765 1630 2308 280 ee es 
86.5 73.4 54.9 62.3 -13.6 150 252 13.5 
_ Legal minimum 
wages’ 
- Nominal : 
Rural workers E723) 2077" 6O24aB 261.5") 388 20.5 17.0 6 
Plodostrial workers* [eal - 1914 — 9937.3. 265.3. 39.6 13.9 24.0 ae 
Ne; 
_ Rural workers” | 97.1 85.1 81.0 69.3 -6.4 -6.6 -4.8 -14.4 
- Industrial workers 94.7 78.4 78.5 70.3 -5.9 -11.7 0.1 -10.4 


Source: ECLA, on the basis of figures from the Ministry of Planning of Nicaragua. 
_ “Preliminary figures. 
| With the expansion of the coverage of the Nicaraguan Social Security Institute, trends in the nominal and real salaries 
__ fesulting from its 408 registers do not reflect precisely the sequence of the average salary at the national level, since the 
membership structure changed rapidly according to levels of income. 

Corresponds to annual average. 
“North Atlantic and Central. 
“National District. 


security system and to the fact that in 1982 workers earning higher incomes, including many 
_ professionals, were incorporated into it. In other words, the increase in the average wage was due 
more to a change in the structure of the members of the system than to an actual and widespread rise 
in wages. 
Although average real salaries as a whole deteriorated, some progress was made with the policy 
_ of defending the income of the poorest wage-earners. Thus, although the adjustments mentioned 
above in the minimum wages were much lower than the variation in the consumer price index, they 
proved to be similar to the variation of prices of a low-income consumer's shopping basket subject to 
maximum prices. Prices of the main subsistence foods grew by less than 7% during 1982 (see 
table 14). This could mean that the real salary of urban workers even increased slightly. 
| In the medium- and high-income sectors, trends in wages were definitively unfavourable, since 
they have remained stable since 1979. This means that the real salary of those strata decreased by 
20% during 1982 and by more than 50% in the last three-year period. If the deterioration continues 
in the purchasing power of this group, which contains qualified technical staff and professionals, the 
shortage of this type of personnel in the government sector and in the enterprises of the Area de 
Propiedad del Pueblo could worsen. 


5. Fiscal and monetary policy 


a) Fiscal policy 

To understand fiscal trends, it should be recalled that from 1979 onwards, the National 
Reconstruction Government promoted reforms which envisage, among other aspects, a more active 
public sector role in the economy. Therefore, the rising participation of that sector is a result both of 
the needs raised by the reconstruction and a new conception of the State as the proponent of a more 
equitable development process. 

In this framework, the new Government pursued a policy of putting public finances in order. 
On the income side, this was reflected in greater efficiency in tax collection and the application of new 
tax measures designed to attain objectives in distribution. Among those measures, mention should be 
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made of taxes on some export products and a 2% annual contribution on inheritances exceeding 
10 000 cérdobas.° Inflow also increased through collection of revenue from activities which were 
taken over by the State. Because of the foregoing, public income increased rapidly, and the ratio 
between it and the gross domestic product rose from 11% in 1977 to 18% in 1980. This in turn made 
possible a relative strengthening of the fiscal situation: although the deficit grew by 69% in nominal — 
terms in 1980, it was equivalent to 29% of total government expenditure, the lowest coefficient | 
recorded in recent years (see table 16). _ 
However, since 1981 total spending once again expanded more sharply than income, and as. 
result the fiscal imbalance worsened. That development was due to several causes. The govern 
had to meet high demand for investment in infrastructure and had to finance ambitious social 
programmes. The latter involved large-scale efforts in the field of health and education; for example, 
educational expenditures came to represent around 5% of the gross domestic product, in contrast _ 
with only 2% in 1979, and helped reduce the proportion of illiterate adults from 50% in 1979 to 13% | 
in 1982. Another cause of the expansion of expenditures was represented by the production subsidies : 
granted by the Government for the purpose of avoiding increases in the prices of food and basic | 


services. .| 

In early 1982, the Government had expected a decrease in the fiscal deficit, through improving | 
the collection of tax income and checking the expansion of spending. However, at the end of the year _ 
the deficit exceeded 5 000 million cérdobas, which meant an increase of 65 % over the year before (see 
table 17). Thus, the fiscal deficit was equivalent to 43% of total government spending, a figure even 
higher than that experienced in 1977 (see table 1). | 

The deficit was due, in the first place, to an increase in current inflow which, although it was _ 
higher than that attained in 1981 (25% compared to 18%), was slower than anticipated, and in the — 
second place, to the higher growth rate of expenditures. 


Table 16 


NICARAGUA: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 
(Millions of cérdobas) 


——— 


Growth rates 


1979 1980 1981 1982) ———— rr 
‘ 1980 1981 1982" 
1. Current income 1 892 4 526 5 327 6655 139.2 17.7 24.9 
Tax revenue 1 487 3 991 4 702 5 910 168.4 17.8 25.7 
Direct 309 934 1 525 14627 2025 41.9 10.3 
Indirect | 763 1 840 2 634 3 625 141.2 43.2 37.6 
On foreign trade 415 1 217 743 823 193.3 -38.9 10.8 
2. Current expenditure 2 587 5 008 6 986 9 042 93.6 39.5 29.4 
Wages and salaries _ 903 1 562 1 904 2 148 73.0 219 12.8 
Other current expenditure 1 684 3 446 5 082 6894 104.6 47.5 55-9 
3. Saving on current account (1 - 2) -695 -482 -1 659 -2 387 
4. Capital expenditure 395 1 356 1 425 2691 243.3 5.1 88.8 
Real investment 314 972 883 1744 209.6 -9.2 975 
Debt amortization payments 81 170 274 294 109.9 61.2 12 
Other capital expenditure - 214 268 653 re 25.2 143.6 
5. Total expenditure (2 + 4) 2 982 6 364 8 411 11733 113.4 A2.2 39.5 
6. Fiscal deficit (1 - 5) 1 090 1 838 3 084 5 078 68.6 67.8 64.7 
7. Financing 
Domestic financing 996 450 2 150 3 124 
Central Bank es 450 1 789 2 485 
Others - - 361 639 
External financing 94 1 388 934 1 964 


Source: ECLA, on the basis of figures from the Ministries of Finance and Planning. 
“Preliminary figures. 


5 ae : : 
At the official exchange rate, one cordoba is equivalent to ten cents. 


476 


} NICARAGUA 
ia Table 17 

; NICARAGUA: MONETARY BALANCE 

(Millions of cérdobas) 


Balance at the end 
Growth rates 


of year 
eZ 1980 1981 1982" 1979 1980 1981  1982° 
oney ; 4 526 5 664 6 030 85.8 29.0 25.1 6.5 
“urrency outside banks 2 001 2 431 2 504 fare 275 21.5 3.0 
Demand deposits 2 525 3.239 3 526 93.4 ~—30.4 28.3 8.9 
‘Factors of expansion 9223 14463 16 484 53.0 61.3 56.8 14.0 
Foreign assets (net) -4 438 -3 214 -4 878 
Domestic credit 13661 17677 ~~ 21362 49.4 87.8 29.4 20.8 
¥ Government (net) 2 486 3177 5 760 109.9 65.5 27.8 81.3 
__Official entities . 1 874 2 405 2194 "1526 61.0 28.3 -10.4 
“Private sector and rest of APP 9 301 12 095 13 448 24:3 OLS 30.0 2 
Factors of absorption 4 697 8799 10 454 194 1127 87.3 18.8 
Quasi-money (savings and time 
_ deposits and bonds) 1 835 2 400 2 601 -15.2 114.4 30.8 8.4 
_ Long-term external loans 2 512 4 492 4 801 116.1 44.9 78.8 6.9 
- Other items (net) 350 1 907 3052 a Bi 444.9 60.0 


* Source: ECLA, on the basis of data from the Ministry of Planning. 
_ “Preliminary figures. 
~” Area de Propiedad del Pueblo (APP). 


Trends in income partly reflected the global trend of the economy. Thus the drop in national 
income helped reduce direct tax inflow in real terms. Collections on external trade also grew at a 
lower rate than the general price level, so that their share in the total tax inflow was reduced to 14%, 
the lowest percentage in the last five years. 
Furthermore, total expenditures expanded more rapidly than the year before and their growth 
of nearly 40% substantially exceeded the increase in inflow. Capital expenditures, which increased by 
= 89%, played a dominant role in this expansion. Their increase was partly the result of non-foreseen 
” factors of an extra-economic nature, such as the need to reconstruct the infrastructure destroyed by 
” the floods and to repair the losses caused by the military activity which destroyed construction 
equipment and machinery. But their expansion was also the result of the policy followed by the State 
to strengthen economic activity: the central government had to make capital transfers to public 
institutions and enterprises of the Area de Propiedad del Pueblo, especially for new projects aimed at 
expanding productive capacity, as in the case of enterprises connected with the sugar, wood and food 
industries. However, the increase in capital expenditures by the central government was not able to 
offset the drop in investment by other public sector entities. Thus, while investment by the former 
nearly doubled its 1981 levels, that of the latter decreased considerably, causing the fixed capital 
formation of the public sector as a whole to shrink substantially. 

Among current expenditures, wages grew less than the general price index. However, “other 
current expenditures” expanded sharply due to the subsidies granted to production of food and basic 
services, such as transport, and to increases in defense spending. For this reason, total current 
expenditures increased by 29%, a rate higher than that of current income. As a result, in 1982 there 
was a continuation of the trend that had begun the preceding year towards an expansion of the 
negative balance of public savings, owing to which fiscal income in 1982 was able to finance only 74% 
of operational expenditures. 

To cover the deficit there was a higher contribution of external resources in 1982. The amount 
of external resources more than doubled and made it possible to finance 39% of the deficit in 
comparison with only 30% the year before. These funds from abroad, mobilized through the central 
government and assigned to the institutions implementing the projects, also included donations from 
the international community for repair of the damages caused by the floods. i 

Although thé portion of the deficit financed with domestic resources was reduced, it still 
represented a very high proportion of 61%. Funds from the Central Bank, for their part, continued to 
represent around 80% of domestic financing. 
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b) Monetary policy 

During 1982 a restrictive monetary policy was followed. The means of payment grew by only 
6.5%, in the face of an annual inflation rate of 22%. This result was caused by the significant decrease 
in international reserves and the fairly moderate increase in domestic credit. The latter grew by only 
21%, or somewhat less than the general price level. Credit granted to productive and trade activities 
of the private sector and the Area de Propiedad del Pueblo increased by barely 11 %, which meant a 
decrease in real terms. This drop was linked to the drop in activity of the manufacturing sector anc 
other sectors, such as construction, which required less investment and operational funds. Loans to” 
the agricultural sector and to trade, on the other hand, rose to an extent similar to the rise in prices. 

Credit intended for official entities, in turn, dropped by 10%. Thus, only credit granted to the 
central government grew considerably (81%). This increase played a compensating role, not only b 
offsetting the lower growth of the credit granted to other sectors, but also because it was the mean 
employed by the Government to assign fiscal resources to various official entities and public 
enterprises of the Atea de Propiedad del Pueblo and the private sector. . 

The national financial system continued to depend mainly on funds from the Central Bank to | 
meet its obligations and attempt to attain several economic objectives. The main difference in the 
results of the monetary balance between 1981 and 1982 was that in 1981, resources of an external — 
origin (current account deposits and quasi-money) rose considerably, while in 1982 they developed at _ 
a rate much lower than inflation (9% and 8%, respectively). As a result, the figures clearly indicatea _ 
worsening of the domestic financial-monetary situation, since the maintaining of certain levels of 
activity and the promotion of the governmental function through credit (whether by subsidies or 
transfers to offset financial imbalances in other productive and service areas) meant a deterioration in 
the country’s solvency abroad. 

The same interest rates which had been applied previously continued to be in force, so that, in 
view of the widespread lack of liquidity, it was not possible to increase the level of bank savings. 
Finally, it may be stated that the banking system has been losing efficiency in attending to the 
functioning of the productive apparatus, due to the fact that it has given priority to urgent pressures 
raised by the governmental financial area. 
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2. 1. Recent economic trends: Introducion and summary 


‘Contrary to what might have been expected of an economy such as that of Panama, which is 
characterized by specialization in international financial activities and in services closely linked to 
foreign trade, the repercussions of the international economic situation on domestic economic 
activity during 1982 were minimal. Thus, unlike what happened in the majority of the Latin 

American countries, the gross domestic product was able to keep up a satisfactory growth rate 
-—indeed, one which was even slightly higher than that of the preceding year—, and —what is more 
notable—, to do so witha very low rate of inflation. In addition, although exports fell and the terms of 
trade deteriorated, there was a significant drop in the deficit on the current account of the balance of 
‘payments, and the loss of international reserves was much less than that recorded in 1981 (see table 1 
and figure 1). 

The overall gross domestic product rose by 4% in 1982, and the per capita product by 1.7%. 
Gross income, for its part, rose by 4.8% in spite of the deterioration recorded in the terms of trade. 
Since 1980 the economic activities carried out in the Canal Zone have been incorporated in the 
‘national accounts, and this very considerable addition of productive resources to the economy surely 
helped to keep the growth rate of the product relatively high. This was particularly true in 1980, when 
the expansion in the coverage of the product, brought about by this addition led to a 13.1% rise, 
whereas the increase would have been one of only 5.3% if the incorporation of these resources had 
not been taken into consideration. 

As regards the sectoral production results, the contrast between the rapid growth recorded by 

.. the goods-producing sectors —the highest in many years— and the decline in the growth rate shown 

» by the service activities was particularly notable. Agriculture increased its growth rate substantially by 

“comparison with its slow evolution in preceding years, manufacturing also made a notable recovery 
from the drop in production experienced in 1981, and construction, which had increased rapidly in 
1981, grew even more intensely in 1982. On the other hand, commercial activity dropped, and the 
large financial sector showed appreciable decreases in its rate of activity, as did transport, storage and 
communications services. 

Not only were the levels of growth of the gross product maintained in 1982, but private sector 
investment also continued to increase sharply. In the past two years alone it had risen by 75 %, and its 
coefficient with respect to the gross domestic product has risen from 12.5% in 1980 to 20% in 1982. 
Two factors are chiefly responsible for this rapid expansion: in the first place, in small size economies 
such as Panama, large works such as the construction of the pipeline (promoted by a private 
transnational corporation) have a high impact in terms of investment. The construction of the trans- 
Isthmian pipeline, which went into operation in October, the works being executed along the 
highway parallel to the pipeline and the building of the ports for the transshipment of the petroleum 
imparted dynamism to the rest of the economy. 

Secondly, mention should be made of the enlargement and modernization of the urban 
infrastructure in Panama City. Although many of the works involved were initiated in past years, in 
1982 they helped to raise employment, increase the use of inputs and, in the last analysis, generated 
income. A similar contribution was made by the public investment in connection with the installation 
of new electric generating capacity and the transmission of electricity under the programme for the 
interconnection of electricity networks in the Isthmus. 

As regards external transactions, the decline in exports of goods and services by close to 3% 
brought about a sharp increase in the trade deficit in spite of the fact that imports rose hardly at all 
(1.7%), thanks to the strict measures applied for containing them. However, during the year the net 
outlays for remittances of profits and receipts and outlays in respect of interest payments (which had 
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been extremely high in 1981) declined very sharply, this being reflected in a substantial reductic 
(from US$ 676 million to US$ 539 million) in the disequilibrium in the current account of th 
f payments a 
eee during the year there was a significant inflow of external financing, but amortization 
of the external public debt also reached a fairly high level so that in the end the net inflow of capita 
was not enough to cover the deficit on current account, and for the second consecutive year it was 
necessary to make use of the international reserves, although on this occasion by a much smaller 
amount than in 1981. i ie 
External indebtedness and, more than anything else, the amount required to service it, are 
causes for growing concern. In 1982, the servicing of the public debt alone represented 42% of the 
value of exports of goods and services. 
As for public finances, the deliberately selective way in which the resources are used was also | 
not enough to effect a significant improvement in the fiscal imbalance. Thus, current income 


Table 1 


PANAMA: MAIN ECONOMIC INDICATORS | 


a —— 
) 1977 1978 ~~ 1979 1980 1981 _:1982* 


4 


A. Basic economic indicators 
Gross domestic product at market 
prices (millions of dollars at 


1970 prices) 1 739 1 909 1 995 2256 2 Ae 2 436 
Population (millions of inhabitants) ere: 1.83 1.87 1.95 2.00 2.0%) | 
Per capita gross domestic product 
(1970 dollars) ; 973 1 043 1 065 1 155 ia72 1.19% 
Growth rates 
B. Short-run economic indicators P 
Gross domestic product tal 9.8 45 13.1 a8 4.0 — 
Per capita gross domestic product -1.4 del 2.1 8.5 1.4 17 
Gross income . 9.8 2.6 9.6 4.6 48 
Terms of trade (goods and services) -2.7 -3.5 -6.3 -6.2 0.5 -2.6 
Current value of exports of goods 
and services 10.5 2.8 239 48.4 4.0 -3.4 
Current value of imports of goods 
and services 2.9 10.4 24.4 24.6 9.6 LA 
Consumer prices 
December-December 48 5.0 10.0 14.4 4.8 35 
Variation between annual averages 45 4.2 AS. 13.8 ee 4.2 
Current income of government aap 13.8 23.4 42.0 12.6 8.2 
Total expenditure of government 12 19.2 44.2 14.1 12.0 712 
Fiscal deficit/total expenditure 
of government 26.7 38.7 47.5 34.6 34.3 33. | 
Millions of dollars 
C. External sector 
Trade balance (goods and services) -181 -260 -328 -167 -267 =352 
Balance on current account -183 -240 -351 -363 -676 -539 
Balance on capital account 176 327 423 375 595 530 
Variation in net international 
reserves -10 78 -21 17 -66 -9 
External debt* 1 274 1777 2 009 WAN 2 333 2739 


Source: ECLA, on the basis of official data. 

» Preliminary figures. 
The growth of the gross domestic product in 1980 reflects not only the growth in economic activity in that year (estimated at 
5.3%), but also the effect of the incorporation into national production of the economic activities carried out in the Canal 
Zone, by virtue of the treaty (Torrijos-Carter) signed with the United States in 1978. 

‘(Gross domestic product plus terms-of-trade effect. 
Percentages. 


e 
Year-end balances of the debt contracted for a term of more than one year by the central government and decentralized 
agencies. 
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experienced a sharp decline in its growth rate an even though total expenditure rose only slowly (in 
spite of the rapid increase in the servicing of the debt) this was not enough to prevent furth 
expansion of the fiscal deficit. a ee 


en et 


2. Trends in economic activity 


a) Total supply and demand 


In spite of the fact that in 1982 the gross domestic product recorded slightly higher growth tha a 
in 1981, total supply rose at a rate of only 2.7% —considerably lower than the rates noted in previous 
periods. This was due to a surprising drop (-3.6%) in the volume of imports of goods and services, 
which caused the import coefficient to stand at only 20% during 1982: the lowest level in recent years. 

In addition to the reduction in imports and the very slight increase consequently recorded by | 
global supply, however, there was an even sharper drop (-6%) in the volume of exports of goodsand | 
services, so that domestic dernand was able to go on expanding at the same satisfactory rate (of the 
order of 5.59%) as in the previous two years. In 1980, the extraordinarily high increase in the total ! 
product (13%) had made possible an increase of the same magnitude in domestic demand in spite of 
the notable rise experienced by exports that year. This situation changed in the past two years, and the 
coefficient of exports with respect to the product fell from 33.6% to 26.9% between 1980 and 1982 | 
(see table 2). | 

In the past three years there has been a rapid increase in gross fixed investment, although in | 
1981 its growth rate slackened somewhat. From 21% and 20% in 1980 and 1981, respectively, it fell _ 
to only slightly over 17% in 1982. Thus, the investment coefficient —which was less than 20% in — 
1979— reached nearly 28% during the past year. In this respect it should be noted that at the 
beginning of the 1970s this coefficient was similar to that registered in 1982. 

The dynamism of gross fixed investment has been related to the construction of large works, 
such as the Fortuna electric power generation project, the trans-Isthmian pipeline, and other smaller 
projects. The investment made in respect of construction experienced an increase of nearly 12%, 


Table 2 
PANAMA: TOTAL SUPPLY AND DEMAND 


i 


Millions of dollars Percentage G s 
at 1970 prices breakdown pa tt 
1980 1981  1982° 1970 1982° 1980 1981  1982* 
Total supply 20737 , 2.346 - 292257 1313. “B20 11.4 4.0 2.7 
Gross domestic product at 
market prices 2256 2342. “2496 100.0 100.0 {3.1 3.8 4.0 
Imports of goods and services” 481 504 486 oY 20.0 4.0 4.7 -3.6 
Total demand 273702 840” OZ 22 151 eae 11.4 4.0 pay 
Domestic demand 2.032 Di 49men- 2267 102.9 93:1 5.6 7 DS 
Gross domestic investment 546 570 623 27.8 25.6 17.9 4.3 9.4 
Gross fixed investment 479 576 677 25.6 27 21.4 20.3 17.4 
Public 197 176 185 6.9 7.6 30.5 -10.6 4.9 
Private _ 282 400 492 18.7 20.1 15.8 41.8 229 
Construction 294 347 389 14.5 19 20.2 18.4 11.8 
Machinery and equipment 186 229 288 Last 18 23.4 23.4 25.8 
Changes in stocks 67 -7 -53 Pape -2.1 
Total consumption 1486 1579 1 644 pe 67.5 1.7 3 41 
General government 349 =P) 387 14.9 ISAS, -1.4 15 Shy? 
Private PGA BEE: AAP one Ls 60.2 51.6 ah Die) 44 
Exports of goods and services 705 697 655 28:4 26.9 52:1 -1.1 -6.0 


Source: ECLA, on the basis of data supplied by the Statistics and Census Office. These data represent a new series of national 
accounts revised as from 1970 and published at the end of 1982. 
» Preliminary figures. 
The figures for exports and imports of goods and services were taken from balance-of-payments data expressed in dollars at 
current prices, which were converted to 1970 values, using price indexes calculated by ECLA. 
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whi t ‘that telated to machinery and equipment expanded by nearly 26%. The reduction in the volume 
imports of goods which took place in 1982 did not extend to capital goods. On the contrary, the 
value of capital goods imports rose by close to 34% during that year (see table 10 below). 
pe The share of the private sector in gross capital formation continued to grow, this time by 23 %. 
This shows the dynamism of private investment, which had already expanded by 42% in 1981. In this 
ection mention should be made, inter alia, of the heavy injection of capital —estimated at 
$$ 350 million— involved in the contruction of the trans-Isthmian pipeline; a large share of that 
oney was disbursed in 1982. Public investment, on the other hand, showed only moderate growth 
5%), in accordance with the policy of containing expenditure, and much of it went towards the 
fortuna electric power generation project, whose final cost will be US$ 254 million and whose first 
tage was completed in 1982. 
rg As for stocks, they showed a decline during the year. That decline was responsible for an 
“increase of 9.4% in gross domestic investment: less than the increase recorded for capital formation. 
In addition, general government consumption expenditure showed much less real growth than 
1981 due to the financial restrictions felt during the year and the strict austerity policy applied. The 
srowth rate of private consumption also fell in 1982, but this deceleration was less marked than in the 
case of government expenditure. 


Evolution of the main sectors 


A In 1982 the Panamanian economy clearly displayed the features binding it closely to the 
_ international economy, in that it reflected the economic and financial instability which originated 
_ abroad and was characterized by stagnation of transport and storage services, a decline in commercial 
“activities and a marked deceleration of financial activity. 
3 The gross domestic product evolved much the same as in 1981, but unlike what happened that 
_ year, the goods-producing sectors achieved a very dynamic growth rate of close to 9% —very much 
higher than the uneven growth they had shown in previous years, which had caused a decline in their 
~ relative importance since the beginning of the 1970s (see table 3). 
On the other hand, the basic services sectors and in particular those relating to transport 
_. Storage, and communications formed a brake on economic activities, registering a growth rate of only 
» slightly over 1%. As for other services, they showed slightly greater activity (3%), but the product of 
+ commercial activity, under the impact of the contraction in foreign trade, declined by 2%; the finance 
sector decreased its growth rate from 6.8% in 1981 to only 3%; and community, social and personal 
~ services were alone in maintaining a relatively high growth rate. 
. i) Agriculture. During the year a major concern of the economic authorities was crop growing, 
and a number of projects to further crop production were put into operation with the objective of 
supplying the domestic market and reducing the foreign trade deficit. 

Thus, an investment of USS$ 100 million was budgeted for the agricultural sector, covering 163 
projects designed to stimulate the production of basic food stuffs through credits and the construction 
of irrigation works to make crop-raising less dependent on natural phenomena and to improve the 
management of water basins. These projects, aided by the favourable weather conditions which 
prevailed during the 1981-1982 growing season, brought about a 4.4% rise in the agricultural product 
in 1982: a considerably higher rate than any recorded by the sector for a number of years (in the three- 
year period 1979-1981, the agricultural product fell by 3.4%). On the other hand, the drought in the 
1982-1983 growing season affected the production of rice, which showed a deterioration of 11% by 
contrast with the high yield obtained the previous season. This, together with the contraband from 
Costa Rica (due to the higher support price in Panama), was responsible for the accumulation of 
surpluses amounting to one million quintals in the silos of the Agricultural Marketing Institute. As 
for maize, the second most important commodity for domestic consumption, although its production 
increased by about 5% in 1982, that was still not enough to meet the domestic demand, so that it was 
necessary to import 800 000 quintals of maize during the year (see table 4). 

In addition, export commodities, such as bananas and sugar, were affected by a number of 
phenomena. In the-case of the former, which represent 22% of Panama's exports, a strike which 
paralised some plantations in the early months of the year was partially responsible for a 3% drop in 
production, which affected the volume of banana exports. 
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The Chiriqui Land Company has been taking steps to reduce its production by one-third, du ‘: c 


the Puerto Armuelles area (Province of Chiriqui) would leave over 1 000 workers unemployed. 
With regard to sugar cane, production in the 1982-1983 growing period was 6% higher th an 
that recorded a year previously, which itself had been fairly high, but because of the restrictions 
imposed on sugar imports by the United States, some of the production has been used as cattle feed 
and in the manufacture of molasses for the same purpose. ae | 
Coffee production declined partly because of its cyclical nature and partly because of the drought — 
which occurred during the agricultural year 1982-1983. Thus, the harvest was 11% smaller, in | 
contrast with the 16.7% increase achieved the preceding season. S| 
In the stock-raising sector, the animal health programmes begun in 1981, together with other 
programmes designed to increase the existing herds and to improve the infrastructure and 
technology of the farms, were continued. The number of head of cattle rose by 9.6% after having — 
experienced drops of 2% and 4% in the preceding years, and the number of cattle slaughtered rose by 
close to 15%. The difference between the two figures gives cause for concern for the future of the tota 
cattle herds. The number of head of pigs and poultry fell by 1% and 10% respectively, while 
slaughtering of pigs rose by 2% (see table 4). | 
ii) Manufacturing. Manufacturing recovered from the shrinkage recorded in 1981, and the gross _ 
product generated by the sector grew by 5.6%. The industries related in one way or another with — 
construction were especially favoured by the rapid expansion of the latter activity. Thus, the volume _ 
of non-metallic minerals produced rose by 24% and that of wood and wood products grew by 32%. | 
Both percentages were well above the 7% rise shown up to September by the index of manufacturing | 
production, which enabled it to recover and even exceed the level at which it had stood prior to the . 
drop experienced in 1981 (see table 5). 


Table 3 


PANAMA: GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC 
ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage G h 
at 1970 prices breakdown ty avis ae 
1980 1981 1982° 1970 1982° 1980 1981 19827 . 

Gross domestic product” 2.106. 2186. 2.274 1000. 100.0 "134 3.8 4.0 
Goods 604 623 678 34.6 29.2 6.5 333 8.7 
Agriculture 216 222 232 14.6 10.0 -1.9 2-9 44 
Mining 4 4 5 0.2 0.2 Fs Pe 16.1 Lad 
Manufacturing 219) 213 225 12.6 ot 4.1 -2.7 5.6 
Construction 165 184 216 2 9.3 28-5 11.6 173 
Basic services 510 543 549 8.5 23.7 94.0 6.5 1.1 
Electricity, gas and water 69 73 76 23 Bs Pree 5.8 4.6 
Transport, storage and 
communications 441 470 473 6.2 20.4 125.8 6.7 0.6 
Other services POS" MiLd22erh 155 57.9 49.7 -4,5 4.5 3.0 
Commerce, restaurants and hotels 308 308 302 LS.7 13.0 5.9 0.2 -2.0 
Financial establishments, insurance, 
real estate and business services 293 313 323 De 13.9 1.9 6.8 3.2 

Ownership of dwellings 158 162 167 13 5 9 3.1 zy Bail 
Community, social and personal 
services 472 501 530 295 22.8 -13.3 6.1 57 

Government services 265 284 301 ps 13.0 2.4 ee 5.8 
Less: Imputed commission for 
banking services 44 58 60 EO) 2.6 9-165 A1.1 ZA 


Source: ECLA, on the basis of data supplied by the Statistics and Census Office. At the end of 1982 users were provided witha 
new series of national accounts starting with 1970. 
“Preliminary figures. 


b . mies, aL aite. 
As rece activities and the total were calculated independently, the sum of the former does not correspond exactly 
with the latter. 
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Poultry — 

Number of animals Sangh tered ; 
Cattle 173 222 215 DIA 539.2. 94 111 148 
Pigs 81 87 121 130 13 fag: 0 9.8 PP 


Other indicators 
Milk production‘ a 71 70 91 ce gt hain 16 ein eg 


Ess production® 134 239 284 EAs 4 39 
Fi catch® 56 76 189 zy PACSGS wLedGrld 42935 
purce: = ECLA, on the basis of data supplied by the Statistics and Census Office. 
Preliminary figures. 
Thousands of tons. 
ousands of litres. 
_ “Thousands of units. 
$ Tons. 
Table 5 


PANAMA: INDEXES OF MANUFACTURING PRODUCTION 


Growth rates 


1 pe ee SS ee Se we SESE 
970 1975 1980 1982" O79 1980 19817 1982 


dex of volume of manufacturing 


ea: De atection (1971=100) 88.2 105.0 128.8 134.9 10.5 41 -4.2 7.0 
Foodstuffs, beverages and tobacco 90.5 119. 1598 1684 144 44 -3.0 44 
- Clothing, footwear and leather goods 89.805 105:7 11398. ~ 139.3 8.4 2.8 0.8 3.8 
Wood, furniture and fittings 83.6 69.1 69.5 82.1 147 88  -84 32.4 
Beaner, printing and publishing 91.4 ULB he led |i Sy Mile Wy ER 1.0 $.2°°=12.0°.-12.0 
_ Rubber, chemicals and petroleum 
= _ products By i. 125.7 109.2 111.6 45 0.1 -5.3 6.5 
~ Non-metallic minerals 80.7 89.8 OAT 102 Ss ed dee 0.9 220.3 23.0 
- Basic metal products 90.0 ADB AAS: 11S .2.c? 538, 28.6 were 8s a1} 
- Metal products 62.5 81.3 98.5 105.9 2.0 7 a Se OO 
2 Other manufactures > 80.0 100.0 100.9 84.1 17:33 S207 210-2 -300 


Source: ECLA, on the basis of data supplied by the Statistics and Census Office. 
“Corresponds to the period January-September. The rates have been calculated with respect to the same period the preceding 


year. 
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Rapid increases in production were also shown by the metal products industries and the paper, 
printing and publishing industries (117% and 12%, respectively). On the other hand, industr ies 
engaged in the production of food and beverages and footwear and clothing showed much lower 
percentages of growth (around 4%). The production index which includes the refining of petrole um 
rose by 6.5%, reflecting the performance of exports of petroleum products, whose value increased by 


20%. The only decrease during the year was shown by the production of the basic metals industri eS 

and the industries producing “other manufactures”. Otherwise, in 1982 all the remaining | 

manufactures easily recovered from the contraction in production suffered the preceding year. 
During 1982 new industries continued to be established and others were enlarged, but the 


considerable growth in production was due primarily to better use of the existing installed capacity. 


Projects which remained virtually paralysed include the Cerro Colorado industrial and mining 
complex, which was given special impetus in preceding years and consumed a large volume of 


resources because it was considered to be a key project for the future development of the country. 


In addition, the national banking system continued to provide manufacturing with support, a 


shown by the amount of financing granted as of 30 September 1982, which represents an increase of 


11% in the loans directed to this sector compared with those granted as of the same date the — 


preceding year. 


iii) Construction. The gross product generated by construction rose by 17% during 1982, 


thereby confirming the enormous dynamism which this activity has historically shown. 


The value of the building permits issued up to the end of September was 31 % higher than that 


recorded at the same time the preceding year in real terms, deflated by the consumer price index.! It 
may be noted that approximately 90% of the value of the permits requested corresponds to the 


District of Panama and San Miguelito. The area actually constructed showed an increase of nearly . 


44% and that corresponding to dwellings, an increase of 17% (see table 6). 


Table 6 
PANAMA: INDICATORS OF CONSTRUCTION ACTIVITY 


a 


Growth rates 


1980 1981 1982° <<. See 
2 a Z 1979 1980 1981-1982" 
Area constructed’ 
(thousands of m?) 
Total - 401 397 569 100.2 22.5 atl 43.5 
Dwellings 208 260 304 IO 25 24.7 17.0 


Source: ECLA, on the basis of data from the Statistics and Census Office. 
“Preliminary figures. 
Refers to building permits granted in the District of Panama. 


The construction of the Fortuna hydroelectric power station, the first stage of which was 
completed during the year, and the inter-ocean pipeline begun in 1981 and completed in October 
1982 also contributed to the marked growth of the sector. 

Petroterminal de Panama, S.A., the company which constructed the inter-ocean pipeline, has 
also been made responsible for the construction of the trans-Isthmian Highway, whose cost is 
estimated at US$ 50 miilion. 

In addition the Government of Japan agreed to participate in the feasibility studies of the new 
sea-level canal, whose cost is estimated at US$ 20 billion and in which, in addition to the Government 
of Japan, the Governments of Panama and the United States will probably also participate. The 
ee tare of ae 58-kilometre-long project is expected to take 10 years and would permit the 
passage of vessels of up to 300 000 tons displacement, with the possibili itti i 
sileny Sainc a ae p possibility of admitting ships up to 


‘It must be borne in mind that the building permits requested show the total value of the buildings, and not the value of 
those parts to be constructed during the year. 
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_ iv) Basic services. The transport sector bore the impact of the reduction in the volume of 
orts, and its added value rose by a bare 0.6%. With the construction of the pipeline, it is expected 
there will be a substantial recovery in this activity whose contribution to the overall product is as 
that of both agriculture and manufacturing together. It is assumed that when the pipeline goes 
eration, the number of tankers going through the Canal will decline, although that drop might 
par ially offset by the more intensive traffic of other kinds of vessels. In addition, the smaller toll 
ts in respect of tankers would be compensated by the receipts resulting from the pipeline. It is 
ated that the latter will generate exports amounting to US$ 200 million a year and will increase 
income of the State and the municipalities of Chiriqui and Bocas del Toro through royalties. The 
vernment of Panama received by way of payment a certain percentage of the shares of 
roterminal de Panama S.A., the corporation which constructed and is responsible for managing 
pipeline, and it has the option to buy up to 40% of the shares. It has been estimated that the 
sovernment of Panama could eventually receive up to US$ 120 million a year in dues. 
___ The changes which were made in the contract will make it possible to expand the infrastructure 
by constructing two ports and storage depots for 2.5 million barrels of crude, as well as other 
‘installations, including airports, a terminal building, workers’ housing, etc. 
As for the supply of electricity, gas and water, its gross product rose by 4.6% during the year 
(slightly less than in 1981). The generation of electricity had risen by 9% as of September in respect 
of the same period the preceding year, while sales of liquified gas had risen by 4%. 
Z _In 1982 the first stage of the Fortuna project, which will have generating capacity of 840 000 
kW and will be finished at the end of 1984, was completed. This is a very large-scale project, both in 
‘terms of its technical specifications and because it is being constructed in an area with 4 metres of 
‘rainfall and requires excavations 400 metres deep. The dam and the auxiliary works were awarded toa 
Japanese corporation. The cost of the work is estimated at US$ 254 million, and it is being financed by 
the central government and the Institute of Water Resources and Electrification with credits granted 
‘by the World Bank, the Inter-American Development Bank and the private banking system. 
: On 4 February 1982 the agreement concerning the interconnection of the electricity networks 
of Panama and Costa Rica was signed by the Presidents of the two countries. This represents the 
~qulmination of the efforts made, with advisory assistance from ECLA, to rationalize and make greater 
“use of the electricity potential of these two countries,” thereby helping also to cut down on the amount 
“of foreign currency devoted by them to fuel imports. The project consists of the construction of a 
| 230 000-volt circuit connecting the Rio Claro substation in Costa Rica with the Progreso substation in 
“Panama. During the ceremony, the President of Panama announced his country’s decision to join 
Costa Rica in financing the construction of the Boruca hydroelectric station on Costa Rican territory, 
whose cost is calculated at US$ 500 million 


3. The external sector 


a) General features 


The Panamanian external sector was under severe pressure during the year due to the bad world 
~ economic situation, which was reflected on the one hand in a decrease of 3.47% in exports of goods and 
services (something which had not happened since 1976) and, on the other hand, in modest growth 
(1.7%) of global imports. As a result, the trade deficit rose from approximately US$ 270 million in 
1981 to slightly over US$ 350 million in 1982. However, in the latter year net factor payments fell by 
more than half, since the amount of interest received increased, thus resulting ultimately in a notable 
decrease in the disequilibrium on the current account of the balance of payments. : 
In spite of the fact that the volume of merchandise exported rose by slightly more than 5% in 
1982 (in the three-year period 1979-1981 it had fallen by 24%), the increase in its value was 
insignificant owing to a drop of 4.4% in its unit value. This phenomenon, together with the increase 
of 6.2% in the prices of imports, led to a further deterioration (this time of 10%) in the terms of trade 
and a decrease of 5% in the purchasing power of merchandise exports (see table 7). 


2See ECLA, Estudio regional de interconexion eléctrica del Istmo Centroamericano (E/CEPAL/CCE/SC.5/135), Vols. 
1 and 2, Mexico City, September 1980. 
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b) Merchandise trade ; 
The value of exports of goods changed hardly all during 1982, on account of the decrease of 
about 79% in sales of fadicorel Seth items, which had already fallen by 12% in 1981. The hardes 
hit exports were sugar, coffee, bananas and fish meal. A tax of 5 U.S. cents per pound imposed byt e 
Government of the United States on sugar imports made it impossible to sell this commodity to tha 
country and was responsible for a drop of 58% in total sugar exports. In addition, the decline in the | 
production of coffee resulted in a drop of 11% in coffee exports. As for bananas, a workers strike on 1 
the banana plantations and a drop in the external demand for this commodity caused its exports to fall 
by nearly 5%. According to information from the Union of Banana Exporting Countries (UPEB), the 
international market showed a deterioration of nearly 3% as regards purchases of bananas during t ne 
first half of 1982, by comparison with the same period in 1981. Finally, owing primarily to the dropi c 
the volumes of fish caught, for the second year running there was a spectacular reduction (57% in | 
1981 and 63% in 1982) in the value of fish meal exports. In brief, the drop in exports of these four | 
traditional commoditiés resulted in a US$ 38 million decline in income and meant that their share in — 
total exports fell from 41% to 30% (see table 8). | 
| 


Table 7 | 
PANAMA: MAIN FOREIGN TRADE INDICATORS 
a 


1977 1978 1979 1980 1981 1982* 


Growth rates 
Exports of goods 


Value ee 4.6 17.8 x3 -8.3 0.5 
Volume 8.3 Th) -2.6 -13.7 -9.5 5:5 
Unit value -1.0 -2.9 20.9 22a ES -44 

Imports of goods . 
Value 0.9 or 24.1 24.7 9.4 - 
Volume -4.1 2.6 1.4 0.9 6.3 -5.8 
Unit value 2 6.3 22 23.6 INS, 6.2 

Terms of trade -5.9 -8.7 -1.1 -1.2 -1.5 -10.1 

Indexes (1970 = 100) 

Terms of trade (goods) 80.4 73.4 a2 Jb i 70.6 63.5 

Purchasing power of exports of goods 95.8 94.8 94.0 82.7 Ze) 69.0 

Purchasing power of exports of goods 

and services 109.3 106.2 110.8 1375 136.5 125.) 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 


Table 8 
PANAMA: EXPORTS OF GOODS, FOB 


Millions of Percentage 
dollars breakdown 


1980 1981 1982* 1974 1982 1979 1980 1981 19827 


Growth rates 


Total 373 343 345 100.0 100.0 10.6 11.7 -8.0 0.6 
Main traditional exports 274 241 225 <2. O.2 164 "20:7 -12-Omeeeae 
Petroleum products 82 58 20 °°°34,5°° 20.3 2054-13-07) 25.O eee 
Bananas 62 69. 66 19.8 19.1 -8.6 -6.2 12.3 -4.6 
Shrimps 44 43 53 Le 15)3.44 46.5 -2.9 -2.3 23.2 
Unrefined sugar 66 53 220 EO 64 27.9 152.1." =204> -s78 
Coffee 10 14 12 1.7 4.5 = 4.0 30.8 -11.0 
Fish meal 10 4 2 0.5 0.6 88.1 27.8 -57.4 -62.8 
Other exports 99 102 120 <<. one -  -7.5 3.0. ie 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 


"Including sales to the Canal Zone, but excluding sales to ships and aircraft. 
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PANAMA 


; ee Table 9 
PANAMA: IMPORTS OF GOODS, FOB 


Millions of Percentage 
dollars. breakdown 


1980 1981 1982% 1970 19827 1979 1980 1981 1982" 
1345 1459 1459 100.0 100.0 26.3 23.5 8.5 


Growth rates”. 


sumer and intermediate goods _—. 
ept for crude petroleum wie 74-3 BGT GZ0 "S51 “204 21.1 O75 2. ced 


de petroleum 385. 4368) «365. 1833 .25.0 45.0p22%.5un Sho Ds 
188 Zig 190-397 19-9" 20.5 25-4 54 


ource: ECLA, on the basis of official data. 
Preliminary figures. Estimates based on information available for the period up to September. 
*The percentage breakdown and growth rates correspond to real, not rounded, figures. 


i On the other hand, other important exports, such as petroleum products and shrimps, showed 
appreciable increases in value of the order of 20% and 23%, respectively. The same was true of non- 
traditional exports, which rose by close to 18%. 
_____ As for merchandise imports, they too did not vary greatly in 1982. According to the information 
available, up to the end of September imports of capital goods appear to have shown an unusually 
large increase of close to 34%, whereas imports of crude petroleum appear to have decreased slightly 
“because of the reduction in their price and those of consumer and intermediate goods (excluding crude 
_ petroleum) appear to have fallen by 8%. The rise in imports of capital goods is explained by the rapid 
advance in the construction of the pipeline across the Isthmus and the adjacent highway, urban 
infrastructure works and the works relating to electricity interconnection (see table 9). 


c) Services trade 
* Panama’s income in respect of real services is about 3.4 times as high as its income in respect of 
“exports of goods. Its income from services gained greatly in importance in 1980, following the entry 
into force of the agreements with the United States concerning the Panama Canal, and amounted to 
US$ 1 220 million in 1981. This figure dropped somewhat in 1982 (to US$ 1 170 million), but its 
main component —transport and insurance— continued to rise (7%). 

On the other hand, income from tourism did not vary greatly in spite of the smaller number of 
tourist arrivals. The daily average of persons staying in first-class hotels had fallen by 4% as of the 
third quarter of 1982, by comparison with the same period the preceding year, and the percentage of 
rooms occupied in those same hotels was 55% by comparison with 62% in 1981. At the same time, 
outlays for services rose by 9%, so that there was a 10% reduction in the net income under this item, 
which came to US$ 762 million. 

Net payments to foreign factors were quite high for the third year running, although they 
amounted to less than half the total recorded in 1981 owing to the increase in the income from 
interest. On the other hand, the outflow in respect of interest payments was not muich higher than in 

_ the preceding year (see table 10). 


d) Financing of the deficit on current account and the external debt 


The notable decrease in net factor payments allowed the deficit on current account in the 
balance of payments to be reduced by US$ 137 million during 1982, in spite of the substantial 
deterioration recorded in the balance of trade. Thus, the deficit on current account, which in 1981 had 
amounted to 43% of the value of total exports, was the equivalent of 36% of that value in 1982. 

In addition to the decrease in the current imbalance, however, the net entry of capital also fell, 
and once again such income was not enough to cover the deficit on current account, resulting in a 
decrease of US$ 9 million in the international reserves (much less than the one recorded in 1981) (see 


table 10). 
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; 2QEnn meter sooty 
seit received 
Interest paid ert 
Others 
_ Unrequited private transfer Payments 
Balance on capital account 
Unrequited official transfer payments 
Long-term capital 
Direct investment 
Portfolio investment 
Other long-term capital 
Official sector“ 
Loans received 
Amortization payments 
Commercial banks“ 
‘Loans received 
Amortization payments 
Other sectors‘ 
Loans received 
Amortization payments 
Short-term capital 
Official sector 
Commercial banks 
Other sectors 
Errors and omissions (net) 
Global balance 
Total variation in reserves 
(- sign indicates an increase) 
Monetary gold 


* Spd cle 


Special Drawing Rights 1 - 
IMF reserve position - -5 2 
Foreign exchange assets 7 -75 30 
Other assets - - 
Use made of IMF credit 2 s 1 Tt 


Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 
“Preliminary figures. 


Real services also include other official and private transactions, but not factor services. 
“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and — 
liabilities. 
“The global balance is the sum of the current account balance plus the balance on capital account. The difference between total : 
variation in reserves of opposite sign and the global balance represents counterpart items: monetization of gold, allocation of — 


Special Drawing Rights, and variations due to revaluation. 7 
“Includes total amortization payments in respect of long and short-term debt. : 
4 
. 
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PANAMA 


ot anibesssy of y=yie sade Table 11 
_——s PANAMA: EXTERNAL PUBLIC INDEBTEDNESS 
; (Millions of dollars) 


ernal public debt” 


vicing of the debt 165 599 501 453 571 
een payments 35 478 324 215 «(293 324 
erest payments 72 121 1 
icing of debt, as a percentage - a aR ae 
exports of goods and services 20.8 73.2 50.8 28.4 571 41.6 


Source: ECLA, on the basis of data supplied by the Statistics and Census Office. 
if Preliminary figures up to November. 
"Balances at end of period in respect of debt contracted by the central government and decentralized agencies for over one year. 


4 


ty 4 
= In the first 11 months of 1982, the public sector obtained disbursements of external credit in the 
_ amount of US$ 724 million —an increase of 74% over the amount drawn in 1981. The amortization 
_ payments made in 1982 showed a much smaller increase (from US$ 293 million to US$ 324 million), 
so that the balance of the external public debt at the end of November was US$ 2 733 million, 17% 
higher than at the end of 1981 (see table 11). 
7 The amount of the external public debt was one and a half times as high as that of imports of 
_ goods and services. Five years previously it had been 1.3 times as high. In addition, the servicing of the 
_ public debt rose by 10% in 1982, since both amortization and interest payments rose at similar rates 
to a level equivalent to about 42% of exports of goods and services —a relatively high ratio for 
servicing the public debt alone, but one which is considerably lower than those recorded in 1978 and 


2979. 


% 4. Prices and wages 


The efforts to overcome the inflation tendencies which first appeared in 1979 and reached their 
height in 1980 had the desired effect, since the rise in domestic prices gradually lost momentum. The 
growth rate of the consumer price index fell from 4.8% to 3.7% between 1981 and 1982 (measured 
from December to December), and the wholesale price index showed a slight drop, at least up to 
September. The variation between annual averages in respect of consumer prices was also 
considerably lower in 1982 than in 1981 (see table 12). 

The close links between Panama and the international economy mean that generally imported 
inflation has a greater influence in this country, so that the reduction in inflationary pressures at the 
international level was also a factor in attenuating the rise in domest prices in 1982. Among the 
components of the wholesale price index, imports rose by only 5.2%, by comparison with rates close 
to 12% and 13% in 1980 and 1981. The prices of local products, on the other hand, increased much 
faster, this being more marked in the case of agricultural commodities than in that of manufactures. 

. This improved the situation as regards the relative prices of agricultural commodities, which had 
been very unfavourable up to a short time ago. The rise in the prices of agricultural commodities was 
partially attributable to the drought, which affected some crops in the 1982-1983 growing season. 

The fact that consumer prices did not rise much was partially due to the work performed by the 
Agricultural Marketing Institute, which has kept the price guarantees to the producer at an adequate 
level, particularly in the case of mass-consumption goods. The increase in the producer price 
guarantees for some commodities had an impact on the behaviour of food prices. Thus, the variation 
between annual averages in respect of global consumer prices was 4.2%, whereas that for foodstuffs 
was close to6%. - 

During the year, negotiations continued betwe 
primary objective of gaining a rise in wages an 


en the trade unions and entrepreneurs with the 
d supplementary benefits. In 1982 some 90 
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worker/employer agreements were reached: nearly twice the number signed the preceding year. 
Over half of them were the result of negotiations carried out in the industrial sector, and close to 4 
quarter of them emerged from negotiations in the commercial sector. The agreements reachec 
resulted in wage increases of the order of 11 % on average. The greatest increase (20%) was in the 
construction sector, followed by transport with 17%, the industrial sector with 8%, community 
services with 9% and agriculture and commerce with 6%. —— an 
In 1982, the minimum wage was modified after having remained unchanged since 1979. This | 
latest change, which represents a rise of 22%, only went into effect at the beginning of 1983, 
however. On this occasion, the minimum wage level was established in the light of the cost of a bas ct || 


shopping basket. 


5. Public finance and credit 


a) Fiscal policy 

It is estimated that the restrictions on trade with Costa Rica and the closure of the border with 
Colombia meant that the State failed to collect US$50 million in current income, to which must be 
added the loss of income resulting from the decline in traditional exports. In addition, the contraction - 
of the demand of the industrialized countries resulted in a deterioration in the operations of the Free _ 
Zone of Colén and the ports of Balboa and Cristébal, thus also.affecting the growth rate of current 
income, which rose by only slightly more than 8% during 1982. j 

Tax income, which constitutes 73% of regular income, grew by close to 6%, due primarily to | 
the efforts made in respect of collection, supervision and inspection, since the legal structure of | 
taxation in Panama was not changed during the year. The real increase in tax income, which had been 
of the order of 8% in 1981, was barely higher than 1% in 1982 in spite of the slight rise experienced 
in domestic prices in the past year (see table 13). 

Direct taxes first became more important than indirect taxes in 1980 and now represent 54% of 
tax income, which is a step in the right direction as regards the attempt to impart greater equity to the 
system, with income tax playing a steadily increasing role. 

In spite of the fact that imports of goods did not vary during the year, the taxes collected in 
respect of them rose by over 8%. On the other hand, export tax receipts, primarily in regard to 
bananas, declined by 6%, and taxes on production and sales rose by a bare 1.3%. In brief, the indirect 
taxes collected rose by 6.4% in 1982, undoubtedly under the impact of the monetary and financial 
crisis on the countries which are the main users of the Free Zone of Coldén as a source of supply of 
merchandise. 


Table 12 
PANAMA: EVOLUTION OF DOMESTIC PRICES 


MS) 1978 1979 1980 1981 1982° 
Variation from December to December 
Consumer price index 48 5.0 10.0 14.4 48 3.7 
Food salt 2.6 92 8.8 15.6 6.5 49 
Wholesale price index Om! 7.0 Leh 13.8 8.8 8.5” 
Variation between annual averages / 

Consumer price index 45 4.2 Tay 13.8 ge: 4.2 
Food S59. 3.0 6.2 10.2 12'6 9.2 5.9 
Wholesale price index x i 5.4 14.0 15.3 10.4 9.9° 


Source: ECLA, on the basis of data supplied by the Statistics and Census Office. 

» Preliminary figures. 

Variation between September 1982 and same month in 1981. 

“Variation between average for January-September 1982 and that for same period in 1981. 


>Close to 40% of the workers in the private sector, or an estimated 250 000 people, are affiliated to some trade union. 
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PANAMA 
Bae Table 13 
: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 


Millions of balboas Growth rates 


1979 1980 1981 19827 1979 1980 1981 19827 
1. Current income 490 696 784 848 23.4 42.0 
: 5‘ 12.6 8.2 
% Tax ey 406 504 583 615 24.1 24.1 Lar? DPD) 
Z irect 194 258 317 332 I a ne 47 
ft Indirect 212 246 266 283 15.8 16.0 8.1 6.4 
On foreign trade 80 91 98 106 17.6 13.7 a 8.2 
-2.Current expenditure 612 766 876 931. 31.9. 25.2.6 1445 63 
_ Wages and salaries _ 264 297 298 318 3 LS 0.3 6.7 
_ Other current expenditure 348 469 578 613 45.6 34.8 23.2 6.1 
Current saving (1-2) -122 -70 -92 -83 
A. Capital expenditure 321 299 317 348 74.4 -6.9 6.0 9.8 
Real and financial investment 
and other capital expenditure 263 214 220 221 1248 -186 2.8 0.5 
Amortization of the debt 58 85 97 127 -13.4 46.6 14.1 30.9 
5. Total expenditure (2+4) 933 1 065 1 193 1 279 44,2 14.1 12.0 ihe? 
6. Fiscal deficit (1-5) -443 -369 -409 -431 86.6 -16.7 10.8 5.4 
7. Financing of deficit 
Domestic financing 138 178 108 41 22.0 29.0 -39.3  -62.0 
Central Bank 
Issue of securities 32. vA 82 41 73 36.5 155 00 
* Other 
External financing 305 191 301 390 121.0 -37.4 57.6 29.6 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 


Non-tax income, which more than doubled in 1980 but rose by only 5 % in 1981, rose by 16% in 
1982. Such income includes revenue from the tolls paid by vessels in transit through the Canal, which 
rose by 18%, as compared with 12% in 1981. From the beginning of October 1982, there was a 10% 
increase in the rates for passage through the Canal. This is the first time the toll has been changed 
since 1979, when the new treaties came into force. 

The second most important item in non-tax income is made up of the profits of State 
enterprises. These include primarily the national casinos and the National Beneficent Lottery. These 
receipts rose by 25%, a rate never before achieved. 

During 1982 a strict policy limiting public expenditure was followed, whereby vacant posts 
were not filled and rises in wages and salaries were contained (although the latter did in fact rise by 
close to 7%). Subsidies were also reduced. In this way, current expenditure rose by only 6% in 1982 
compared with 14% in 1981, i.e., by a rate which was lower than the growth rate of current income. 

For its part capital expenditure rose by 10%, exclusively because of the increase in amortization 
payments on the public debt. Payments made in this connection amounted to 127 million balboas 
(31% higher than in 1981). As for real and financial investment, and other capital expenditures such 
as transfers, there was practically no variation compared with the preceding year. 

The movement of total central government income and expenditure resulted ina deficit of 430 
million balboas, which was slightly higher in real terms than that recorded in 1981 but was lower in 
nominal terms than that recorded three years ago. In financing the deficit the participation of foreign 
credit was particularly important (see table 13). 
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b) Evolution of financial transactions . 
The international financial centre established in Panama continued to expand. In 1982 banl 
from a number of countries opened new branches, with the result that there was an increase to 
institutions with assets totalling US$ 31350 million at the end of September (see table 
Investments constituted 70% of this amount and rose by 11% in the past year, reflecting the financial | 
problems which in general characterized the international economy and meant that few resources | 
were available. However, liquid assets grew rapidly, by 31%, or by a great deal more than thei r | 
increase in 1981 (7.4%). 3 ; : 

By the end of September, the international financial centre had received time deposits 
amounting to over US$ 26 billion (12.5% more than in the same period in 1981). Sight deposits, for 
their part, evolved more dynamically (33%), particularly those made by foreign banks, which grew by © 
74%, and those effected by foreign individuals, which grew by 39%. 


Table 14 
PANAMA: CONSOLIDATED BALANCE OF THE BANKING SYSTEM 


Year-end balance 


b 
(millions of balboas) Growth rates 


1979 1980 1981 1982* 1980 1981. 1982* 

Assets” 22487 22262 28642 31345  -10 28.7 17.08 

Liquid 8 165 5 311 5 702 7 457 35.0 7.4 30.6 — 
Cash 114 90 98 75 -21.1 8.9 -2.6 
Domestic liquid assets” 482 251 235 305 ~—- -47.9 64 266 
External liquid assets 7 569 4970 5 369 7 077 -34.3 8.0 31.2 
Sight deposits in banks 241 282 122 718 17.0 -56.7 354.4 
Time deposits in banks 7 206 4 427 5 073 6 173 -38.6 14.6 21.3 
Deposits in IMF 16 18 13 13 jie: -27.8 18.2 
Other 106 243 161 173 29.3 55.4 294 
Investments T3311 15'925,— 20350 al SOF 19.6 34.1 11.1 
Credit portfolio 13 042 15 278 20 446 20 677 LTE 338 9.4 
Domestic 25153 pda 3 146 3 329 18.7 243 11.3 
External 10909 12 747 17 300 17 348 16.8 357 9A 
Securities 269 647 904 1 230 140.5 BOK 47.7 
Other assets 1011 1 026 1 590 1 981 LS 55.0 46.2 
Liabilities and capital* 22487 22262 28642 31345 -1.0 28.7 17.0 
Sight deposits 740 936 1 072 E271 26.5 14.5 33.4 
Private 296 329 354 325, 11.2 TG 8.0 
Official entities 110 127 195 182 15.4 53.5 2.8 
Foreign individuals 225 240 285 240 6.7 18.7 38.7 
Foreign banks 109 240 238 524 120.2 -0.8 73.5 
Time and savings deposits 20366 19406 24905 26144 -4.7 28.3 12.5 
Individuals 869 1 147 1 387 1 556 32.0 20.9 15.0 
Foreign individuals 2 065 2.523 3 411 3614 12:5 46.8 14.7 
Foreign banks 17 432 15,9365 = 205107 20 974 -8.6 26.2 Lis 
Bonds 204 233 462 599 14.2 98.3 39.6 


Other liabilities, capital and 
reserves H177 1 687 2 203 3 331 43.3 30.6 Bef. 
Source: ECLA, on the basis of figures supplied by the Statistics and Census Office. 
“Balances at September. 
Growth rates calculated with respect to September 1981. 
“Excluding transactions among local banks. 
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ia PARAGUAY 
a 1. Recent economic trends: Introduction and summary 


In 1982 the level of economic activity declined by 2% according to the most recent preliminary 
calculations (see table 1 and figure 1). This recession, the first experienced by the country since 1952, 
was especially noteworthy in view of the extraordinary performance of the Paraguayan economy in 
recent years, when it had appeared to be one of the strongest in the world, and in view of official 
forecasts, which had predicted a growth of 6% for 1982. In the boom period, from 1972 to 1981, the 
economy had expanded at an average rate of 8.2% per year. Between 1977 and 1981, that rate rose to 

10.3%, and in 1981 was 8.5%.? 

4 The 1982 recession affected all the main sectors of the economy, with the exception of the 
livestock sector. Construction activity decreased by 6%, manufacturing by 4.5%, agriculture by 4.4% 
‘and trade by 2.2%. The only sector which grew at a rate similar to those of the past was electricity, 
‘which expanded by 23%. 

Despite the contraction in the product and the decrease in domestic demand, global supply 
increased by 1%, according to official statistics. The small decrease in domestic spending was 
determined by the severe contraction in gross investment, which amounted to 12.5%, after an 
expansion of 11.7% the preceding year and an average rate of nearly 19% during the period 1972- 
1981. The Government barely increased its consumption in 1982, in comparison with a growth of 
22% in 1981, while the private sector lowered the rate of increase of its consumption from 8.7% to 
5.3% between 1981 and 1982. 

As a result of the allocation of a larger portion of the product to consumption, the severe 
deterioration of the terms of trade and the large increase in net payments for factor services (capital 

Sand labour) to the rest of the world, gross national savings decreased visibly in 1982. They dropped by 
“nearly 23%, from around 30% of the gross domestic product in 1981 to an equivalent of 23.5% of the 
product in 1982. Private sector savings decreased by around 28%, according to estimates; the public 
“sector, on the other hand, increased its savings by 19.5%. Asa result, the deficit in the private sector 
“palance increased from 2.7% of the gross domestic product in 1981, to 6.3% of the product in 1982, 

while that of the public sector decreased from 2.9% to 1.8% of the product. The external savings 

share of the gross domestic product rose from 5.7% in 1981, to 8.1% in 1982. 

The decrease in the gross domestic product was accompanied by a sharp increase in 
unemployment, which according to statistics from the Central Bank, rose from 2.1% of the labour 
force in 1980 to 4.6% in 1981 and 9.4% in 1982. The latter rate is the highest in the series, which 
begins with 197Q In contrast, the rate of increase of price levels slackened markedly, and was the 

lowest since 1976. Between December 1981 and December 1982, the consumer price index increased 

by 4.2%, after a 15% increase the year before and an average increase of 17% since 1976. Wholesale 
price levels decreased by 6.8% in 1982, after having increased by around 20% in 1981 and by an 

_ average of 16% for the period 1976-1981. At the end of the third quarter, the consumer price index 

was slightly lower than it had been in December 1981; however, in the final three months of the year 

the trend reversed. The wholesale price index, for its part, was 15% lower in September than it had 
been at the end of the year before. 

On the cost side, the marked deceleration of wage rises helped check inflation. After increasing 
by more than 20% per year between 1979 and 1981, in 1982 the general wage-index for manual 
workers in Asuncién rose by 3.5% between December 1981 and December 1982. This increase was 


1 See, Office of the President: Ministry of Planning, El esfuerzo nacional y el financiamiento externo (Comportamiento soctoecondmico 


reciente y perspectivas, 1977/1981-1982/1985), Asuncién, Paraguay, September 1982. 
2For a description and analysis of the Paraguayan economic boom see ECLA, Economic Survey of Latin America, 1981, United Nations 


publication, sales No.: E.83.11.6.2, Santiago, Chile, United Nations, 1983. 
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the lowest recorded since 1972. Minimum wages did not vary between the end of 1981 and the end of 
1982, after having increased by 15% in 1981 and by more than 32% between 1978 and 1980. In | 
terms, the average wages for workers in Asuncion declined by slightly more than 1% in 1982, in 

comparison with an increase of more than 6% in 1981. However, that decrease was virtually equal to 
the average variation recorded during the economic boom. But in contrast to what had occurred 
during that period, when the deterioration of real wages was attributable toa large extent to the _ 
stepping up of the inflation rate, in 1982 it mainly reflected the striking deceleration of nominal wage — 
increases. Minimum legal wages, for their part, declined by 0.5 % between 1981 and 1982, while the 
monetary portion of the agricultural day's wages with food decreased by slightly more than 2%. On 
the other hand, the agricultural day's wages without food increased by nearly 2% in real terms. — 


Table 1 
~ PARAGUAY: MAIN ECONOMIC INDICATORS F 


1975 1976 1977 1978 1979 1980 1981 1982" 


ee eee 


i 
| 
| 


A. Basic economic ered $ 
Gross domestic product at factor cost : 
(millions of 1970 dollars) 1126 1205 1358 1506 1667 1857 2.014. 1973@) 
Population (millions of inhabitants) 355 _ 261. 12.68. ~.2.74..« 28lee 2080 299 ae 
Per capita gross domestic product 


(1970 dollars) 442 462 520 550 593 645 683 651 | 


Growth rates 
B. Short-run economic indicators 


Gross domestic product 6.3 IWird2der oAOI«, dO Fe aut 4 8.5 -2.0 
Per capita gross domestic product 29 33, a2 Pei! 1h TS. 5.1 -4.7 
Gross domestic income” 53 74 154 98 99 105° 87 — -2aey 
Terms of trade (goods and services) -9.2 3.8. 202 -8.5 -5.8 -7.0 6.7 -5.7 
Current value of exports of goods 
and services 72 8.9" G2. "TARY 18 Zee ee O.1"* 208 
Current value of imports of goods 
and services 15.9 44/4696 b222e4 389 qriS0 ~ d62eisieee 
Consumer prices 
December - December 8.7 3.4 PAT 68 3 7 SOEVTIS0 4.2 
Variation between annual averages 6.7 4.5 94.» 10.6) (282.8 2214. Sat 4:0 Sak 
Money (M,) 19.4 210.,. 325 339) wets eee 0.4 -3.9 
Wages and salaries -1.4 5.3 -4.6 5) Oe 0.6 6.3, "ie 
Rate of unemployment’ “ i 6.7 5.4 4.1 5.9 3.9 a2 by 
Current income of central government 10.0 13. Stile 3025 27.1 6 910.55 ears Ome mibne 
Total expenditure of central government 31.2 16.3 13.1 320 23.6 304 14:5 - 


Saving/current income of 


central governmen 19:57 STO 12. 290 aL POS RI Sr wb. By ees 6.5 
Fiscal situation/total expenditure of 
government’ $6 2:3148 vin2.0  ELOSe 74 eed oes dee 


Millions of dollars 
C. External sector 


Trade balance (goods and services) -60 -52 -42 -93 -218 -276 -412 = -508 
Balance on current account -85 -72 -59 -118 #-210 284 378 -536 
Variation in international reserves 28 43 Vi 179 165 ey 44 -123 
Disbursed gross external debt’ 332 456 518 669 733 861 949 1 204 
Disbursed net external debt® 304 380 346 339 253 228 282 614 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 
Gross domestic product plus terms-of-trade effect. 
“Real wages of manual workers in Greater Asuncién. 
Annual average rate in Greater Asuncién. 
“Percentage. 
Medium- and long-term public and State-guaranteed private debt. 
Disbursed gross external debt, less holdings of net foreign assets in the economy. 
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Balance on current _—* real -100 
account 
-200 
-300 
-400 
-500 
OIG £7 ts. 14a tO TS 719 80 & 82 
Source: ECLA, on the basis of official data. 
2Annual growth rate. 
bTotal annual average growth rate of country. 
CAnnual average growth rate in Greater Asuncion (data from household 
surveys). : 
dFirst half of year. 
ePercentage variation, December-December. 
fMillions of dollars. 
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In total contrast to the evolution of the gross domestic product, in 1982 the 
performance of exports made a spectacular recovery, according to data from the Central Ba 


Nevertheless, official statistics show that at the same time there was a deterioration of the balanc 
nearly all the main external sector accounts; what is more, with the exception of the capital accou 
all showed negative balances for the first time since 1969. The volume of exports of goods and no 
factor services showed a decrease of more than 26%, after decreasing by 10% the year before a 
stagnating in 1980. On the other hand, both the average export price and net inflow of capital 
declined whereas the unit value of imports increased. d 

As a result, total import capacity expanded for the first time in three years (14%), although inz 
proportion considerably lower than the growth in the volume of sales of exports and services abroad. 


13 years occurred. Gross international reserves also decreased for the first time since 1969, declining 
from 10 to 7 import months, while the gross disbursed external debt increased considerably. As a 
result, the net external debt more than doubled, although it continued to be relatively moderate, since 
in net terms it represented barely 10% of the gross domestic product, at the parity exchange rate. _ 

The creation of this recessive situation was influenced both by the tenor of domestic economic” 
policies and by factors beyond the control of the economic authorities, such as bad weather, — 
deterioration of relative external prices, depression of the regional market and the lower activity of 
the Itaipi and Yacyreta binational entities. | 

The bad weather greatly decreased the harvests of soya and cotton, the country’s main crops. 
Similarly, the considerable worsening of international prices of these two crops and other export _ 
products discouraged their production. The decline or stagnation in the level of economic activity and | 
the marked changes in the exchange rates of the bordering countries depressed demand for a series of | 
Paraguayan export products and also brought about a marked decrease in tourism. 

The most harmful factor was the severe reduction in expenditures by the binational entities. | 
The total decrease in sales of goods and services and inflows of capital corresponding to Itaipu and | 
Yacyreta exceeded the global balance-of-payments deficit; it caused around 80% of the variation in — 
the global balance between 1981 and 1982, which went froma surplus of US$ 43 million to a deficit of 
US$ 123 million, and had a strong impact on money existence and interest rates. At the same time, 
the lower expenditures of the binational entities had noticeable effects on construction, investment 
and domestic expenditure, and on employment. 

From the beginning of the 1970s to mid-1981, Central Bank holdings of external net assets 
increased systematically and markedly, and attained an average annual expansion of more than 45% 
between the end of 1970 and the end of 1980. The main challenge which the monetary authority had 
to face was, then, how to avoid excessive growth of the monetary aggregates without damaging 
economic growth. A determining factor in the noteworthy success achieved was-a consistently anti- 
cyclical fiscal policy. 

From mid-1981 onwards, the net external assets of the Central Bank began to decline. As a 
result, the main problem of the monetary authority became how to sustain the growth rate of the 
economy without excessively speeding up the loss of international reserves. 

During the second half of 1981, the rate of expansion of the money base remained relatively 
high and close to the goal established in the monetary programme, despite the unexpected decrease in 
net external assets. This was due exclusively to the fact that throughout the second half, the central 
Government had had recourse to its assets over the monetary authority to finance the unexpected 
increase in its deficit. 

In 1982 the decrease of the net external assets of the Central Bank became compounded. 
However, in contrast with what had occurred the year before, the dépressive effects of the loss of 
international reserves on the money base were not offset. The growth rate of the money base dropped 
sharply, from an increase of 18.4% between December 1981 and December 1980, to a decrease of 
3.7% between December 1982 and December 1981. This result was partly due to the implementation 
of an exceptionally austere fiscal policy, which led to a fiscal deficit that was equivalent to half of that 
planned in the budget and a quarter of that recorded the year before. The deficit was barely 0.7% of 
the gross domestic product, after having been 3.0% in 1981. In a full employment situation, 
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entation of the budget would have led to an ample surplus. Another influence on the decrease 
money base was the considerable rise in real interest rates, which, for the second consecutive 
, kept money demand very low. : hen, ist 
__ Thus the reduction of the money base was accompanied by a decrease in the existence of money 
the economy. After having barely grown in 1981 the M, (bills and coins in circulation plus deposits 
current account) decreased by 4% in 1982. In real terms it declined by nearly 8% in 1982, 
ining at a level of 19.5% lower than its level at the end of 1980, discounting inflation. For its 
rt, M, (M, plus quasi-money) increased by only 1%, in comparison with a rise of more than 15% 
e year before. ar Es 
Of the main money aggregates, the only one which grew significantly-in 1982 was domestic 
t, although at a much slower rate than in the past. The growth rate of gross domestic credit was 
%, in comparison with 17% in 1981 and an average of 25% during the period 1972-1980.* Net 
mestic credit increased by 11% in 1982, whereas it had risen by 35% in 1981 and by an average of 
22.5% between 1972 and 1980. Even more significant was the fact that credit intended for the private 
sector by the banking system grew by 8% in 1982, after increases of 17.5% in 1981 and 31% in 1980. 
| The high interest rates were very influential in the severe slackening of credit expansion in 
: 1982, However, domestic credit could not increase more than 10% in net terms and more than 14.6% 
in gross terms at most, given the average existing bank reserve requirements. A large reduction in the 
‘bank reserve requirement was needed, or the opening of lines of credit by the Central Bank at 
considerably lower interest rates, in order to free resources and make them less expensive. 
me) From the evolution of the monetary aggregates it can be inferred that the Central Bank decided 
not to make policy innovations in 1982, despite the large-scale changes experienced in nearly all the 
“macroeconomic variables from mid- or late 1981 onwards, which in fact meant the adoption of a 
frankly restrictive monetary policy by omission. 
: It appears obvious that the magnitude of restriction of the means of payment played an 
important role in creating the recessive situation. It also appears clear that the monetary authority 
could have ensured a growth of the means of payment sufficient not only to make possible a further 
increase of the gross domestic product, but also to sustain the high growth rate of the recent past. 
Ample external financial resources and abundant domestic financial resources (reserves) from 
commercial banks were available to it for that purpose.4 What was more, its margin of manoeuvre 
“was increased during the year as a result of the considerable decrease in external interest rates and the 
_growing disuse of domestic production factors. In contrast, the decision to return to a fixed exchange 
rate in July, after the brief experiment of semi-flexible exchange rates, limited the monetary 
authority's degree of freedom to carry out and administer an expansive monetary policy. And it would 
appear that the concerns caused by the unusual and persistent rise in the parallel exchange rate which 
began in mid-1981 were determining factors in the decision to implement an austere fiscal policy and 
permit a restrictive monetary policy to remain in force. Nevertheless, between the end of the first half 
of 1981 and the end of 1982 the parallel exchange rate increased by 70%. 


2. Trends in economic activity 


a) The product and income 


In 1982 the rapid growth process of the Paraguayan economy was checked. After displaying an 
average expansion rate of 8.2% between 1972 and 1981, the level of economic activity declined by 2% 
in 1982, according to the most recent estimates of the Central Bank of Paraguay.* The gross national 
product, for its part, increased by 3.1% while gross riational income fell by 3.4%. These larger 
decreases reflected the increase experienced in the balance of the factor service account, and the 
deterioration of the terms of trade (see table 2). 


3Gross domestic credit does not exclude the deposits of the central Government with the monetary authority. Net domestic credit does 


include them. ; : 
4 At the end of 1981¢Central Bank net external assets were equivalent to nearly 10 months of imports of goods and services, and the 


reserves of the commercial banks amounted to 46.2% of savings on deposit. 
5 The Central Bank is currently preparing a fifth version of the national accounts for 1982. Therefore, the figures appearing here are 


preliminary and subject to revision. 
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In the area of growth, the economy’s performance in 1982 was the most negative since 1966, th 
last year in which the per capita product had declined. What is more, for the first time since 1952 the 
global product decreased, and this decrease was the largest since 1947, when the product fell by 13% 
in the middle of a civil war.° 


b) Supply and demand j 
In 1982 global supply increased by around 1%, despite the contraction of the domestic produc 
and due to the marked expansion of more than 20% in the volume of goods and non-factor services 
(see table 3). In the period 1972-1981, on the other hand, global supply had grown at an average rate 
of 9.6% per year. | 
On the one hand, trends in supply were affected by the decline in the relative international _ 
prices of the main export products and by the deterioration of the effective real exchange rate during 
the sowing and harvest of the 1981/1982 crop year. On the other, they were affected by the 
sluggishness of domestic demand, whose rate of expansion fell from slightly less than 9% in 1981 _ 
to -0.9% in 1982. : 
The decrease in domestic demand, for its part, was largely due to the contraction in gross” 
domestic investment, which amounted to 12.5%. General government consumption barely grew at _ 
all after its 22% increase in 1981, while private consumption grew by 5.3%, in comparison with an 
increase of 8.7% recorded the year before. : 
Domestic demand ceased to grow in 1982, chiefly due to the slackening of construction activity 
in the Itaipt and Yacyret4 hydroelectric power stations, but due also to other factors which shrank 
investment in the rest of the economy, such as the reduction of central government expenditures, the 
rise of real interest rates, and the domestic recession. 
Thus, although in principle the domestic recession was largely influenced by circumstances _ 
beyond the control of the economic authorities —the lower activity at Itaipi and Yacyreta and the 
recession abroad— it was also influenced by @ restrictive economic policy, especially in the monetary 


Table 2 


PARAGUAY: SOME FIGURES ON THE PRODUCT, 
INCOME AND EXPENDITURE 


(Millions of dollars at constant 1970 prices)* 


1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982” 


Gross domestic product 


at market prices 985°°1°055 1 142 1°214° 1 300°-1 466" 1 625°*1-799" 2 004 -2°173" 2 3G 
Indirect taxes, less 
subsidies 73 77 83 88 95" ~1O8ael9>: 132.4147 ted oe 
Gross domestic product 
at factor cost 912 978 1059 1126 1 205-1 358 1506 1 667 1 857 2 015 Sige 


Net imports of goods 

and services 

Net factor payments to 

rest of world® 

Terms-of-trade effect 
Gross domestic 


36 36 36 38 66 79° OTI2 105° $156 Se aae 


oe 
[e.) 


10 13 10 8 12 3 Sgt ahd 9 
28 16 6 11 46 35 2» 11 21 1 


expenditures 916 1 014 1096-1 162 1-243 '1-424- 1-585, -1 779. "1-962" 2 171, ae 
Gross national product 903 970 1049 1113 1195 1350 1494 1670 1854 2026 1 964 
Gross national income 908 998 1065 1 119 1 206° 1 396 “1.529 1 695° 1°865' 2047 "1 977 


Source: ECLA, on the basis of official data. 

“At parity exchange rate. 

” Preliminary figures. 

“Includes private non-compensatory transfer payments. 


- 6See ECLA, “Series hist6ricas del crecimiento de América Latina”, Cuadernos Estadisticos de la CEPAL, Santiago, Chile, 1978. This series 
is in 1970 prices. If another year is taken as base, such as 1975, for example, small recessions can also be observed in 1959 (-1.1%) and 1960 (- 


0.4%). In 1970 prices, the product increased by 0.4% in 1959 and 0.2% in 1960. For the series at 1975 prices, see International Monetary Fund. 
International Financial Statistics. 
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PARAGUAY 
_ PARAGUAY: TOTAL SUPPLY AND DEMAND __ 


Millions of dolla oe 
ons of dollars Growth rates 


( at 1970 prices 
1979 1980 1981 19827 1979 19 1981 1982" 
atal supply 2090 2291 2493 2515 117 9.6 8.8 0.9 
ross domestic product al 
at market prices CIOS «2004.1 -2 173) 2 130 107° 414 85 -2.0 


of goods and 
: 2OT 287 320 386 18.4 -1.4 MES 20.4 


demand 23090" 5 2.291). -2:493. 2515 11.7 9.6 8.8 0.9 

Domestic demand GIO: >, 221090 fo? 329% «25307 12.2 10.4 10.5, -0.9 

_ Gross domestic investment 597 690 770 674 20.3 15.6 iy) -12.5 

Total consumption 1-313 14195591559 14633 8.8 8.0 9.9 48 

General government 111 120 146 147 6.2 8.0 22.0 0.3 

___ Private 1 202 1299 1 413 1 486 9.1 8.0 8.7 53 
Beexports of goods and 2 

services 180 183 165 208 pA 1.6 -9.9 26.4 


Source: ECLA, on the basis of figures supplied by the Central Bank of Paraguay. 
“Preliminary figures. 
2h: : . . 
a The figures for exports and imports of goods and services were taken from balance-of-payments data expressed in dollars at 
__ current prices, which were converted to constant 1970 values, using price indexes calculated by ECLA for the purpose. 
‘sphere. It is sufficient to refer here to the 11% decrease in the average effective real exchange rate 
between the 1980/1981 and the 1981/1982 crop years; the 75% reduction of the fiscal deficit and the 
4% contraction in the nominal money supply, between 1981 and 1982. 
In addition to the effects of an austere fiscal policy, the decrease in the expansion rate of 
domestic consumption was the result of a decline in real wages and employment in the private sector. 
: External sector behaviour, presented in table 3, deserves a separate commentary, since there 
are compelling reasons to believe that it is more ficticious than real.’ 
As a result of the trends noted, the structure of supply and demand was considerably altered in 
* 1982, as can be seen in table 4. 


c) Investment and savings 


The 12.5% drop in gross domestic investment was composed of a 6% decrease in investment in 
construction and a 23% drop in investment in machinery and equipment, bringing the former from 
91.7% down to 20.8% of the domestic product, while the latter declined from 12.4% to 9.8% of the 
product between 1981 and 1982.® Public sector investment expenditures were reduced by more than 
8%, while those of the private sector decreased by more than 13%. The public investment share of 
the product dropped from 6.1% to 5.7%, and private investment decreased from 29.3% to 25.9% of 


the product (see table 5). 
The external savings share in the financing of domestic investment continued to rise in 1982, 


but at a considerably lower rate. At constant prices external savings grew by more than 40% that year, 


7 The national accounts which are prepared for the Paraguayan economy suffer from lack of precision. The accounting of the external 
sector aggregates is particularly inadequate since large proportions —more than 50% in recent years— of external trade and capital flows are not 
registered. Similarly, commercial and capital flows produced by the hydroelectric power stations (Itaipt and Yacyret4), are also not entirely 
entered into the accounts. As a result, the variations measured by official statistics from one year to the next do not necessarily reflect either the 
sizes or directions of the true variations being experienced by the external sector aggregates. It is in this framework that we can understand the 
extremely inconsistent behaviour indicated by official statistics between exports and imports, on the one hand, and the product and expenditures, 
on the other, in recent years (see table 3). Thus, the fact that a rise of more than 20% in the volume of imports is registered for 1982, under 
conditions in which domestic expenditures would appear to have declined by 1%, and that a growth of more than 26% is entered in the volume of 
exports, under circumstances in which the gross domestic product appears to have declined by 2%, is attributable to the fact that the portion of 
total registered trade increased considerably. As will be seen later on, this was the result of the exchange movements which occurred in 1982. For 
more reflections and data on the Paraguayan national accounts and alternative estimates for the main macroeconomic aggregates, see 
Richard Lynn Ground, “Las cuentas nacionales del Paraguay”, which will be published shortly in the Revista paraguaya de sociologta. 

8 The accounting for variations in stock covers only the livestock sector. Various data suggest that there was a significant accumulation of 


stock in the economy in 1982. 
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Table 4 
PARAGUAY: STRUCTURE OF TOTAL SUPPLY AND DEMAND 
(As a percentage of the gross domestic product)” 


1974 


Total supply 109.6 112.2 112.0 111.6 111.7 114.2 115.1 116.2 114.3 114.7 
Gross domestic product 
at market prices 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Imports of goods and 
services” 06. MIZR. 120 “11.6 187 142 15.1 G2. EA re 
Total demand 109.6 112.2 112.0 111.6 111.7 114.2 115.1 116.2 114.3 114.7 11 
Domestic demand 100.5 103.4 103.2 103.0 102.9 104.5 1048 106.2 105.2 107.2 
Gross domestic investment 166 21.3 22.0: 22.1 25.4 27.8 30.5 ~ 33.2 344 35.4 
Total consumption 83.9 ~ 82.1 81.2 80.8 77.6). 767. 7435-30 — 7S" 717 
General government 75 *63. 33: GI 61> ©60' — 65°" 86 2 a ron 
Private 76.4 FSS 79.9 “748° 71.5 , 70.7. 67.9. 66.9°86ES oe 
Exports of goods and — 
services” EF MSS SI!" B77" 680 SOFT se 0a Pee 
Terms-of-trade effect OScteatel es ee SOS 09 eels eZ LAR EUS 1.0 


Source: ECLA, on the basis of figures supplied by the Central Bank of Paraguay. : 
“At market prices in constant 1970 dollars, using the parity exchange rate. q 
Preliminary figures. ; = | 
“The figures for exports and imports of goods and services were taken from balance-of-payments data expressed in dollars at — 
current prices, which were converted to constant 1970 values, using price indexes calculated by ECLA for the purpose. 


Table 5 


PARAGUAY: COMPOSITION, ORIGIN AND FINANCING OF 
GROSS DOMESTIC INVESTMENT 


(As a percentage of the gross domestic product)* 
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982” 
Gross domestic investment 16.6 21:3 22.0. ~221°%254 “278° 305" 36.2 344 “334-9 


Origin 
Private sector ELS 16:60 18.66 12dp 63 2118.9)0+22.5 26220 S 2955 25 
Public sector Si phd Aico of Oh Se eee 2. Gl ar 
Composition 
Construction 7 .Gity © (8.3) 00 Bite, LOO, ALTO 12-8) 15515 wl 7S 9202? eye le 
Machinery and equipment 8.0, “11.2 115. - “OF 123 4 LS 130 gee 2 eneeenes 
Changes in stocks LO: bs 18 24 2.1 0.9 rr 1.5 1.4 1.3 Vo 
Financing 
Gross domestic saving 16.0 17:9" "18.8 191” 224" 224 257 27 29 Pee ee 
Net factor payments to 
rest of world OD O72 109) 10° "0.8% OOP MOS r-0 2 Oreo 0.4 
Terms-of-trade effect OD Zar ee Se Oa) 0.95 Se Dal £4" 05 10 06 
Gross national saving 15:7. 19.8. 9419:3--18,6.-4225. 25.92 ilinoes 2c) iargei Ome meee 
Private sector 144°- 15,2. 147 35.1 193 20.3. 2045920050 7 ee 
Public sector 13, AG 4.6.12 dDernh Sedinass ieOtie eh Octane helenae Shanood seen 
External saving 0.8 1.5 2.7 3 2.9 1.9 34 47 48 Sh 8.1 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay and the Ministry of Planning. 
At market prices in constant 1970 dollars at the parity exchange rate. 
Preliminary figures. 
“Estimated figure. 
d . 
Refers to livestock sector only. 
“Including private non-compensatory transfer payments. 
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f ig : Table 6 


PARAGUAY: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage 
at 1970 prices — neéaldownh Growth rates 


1979 1980 1981 1982° 1972 1982° 1979 1980 _ 1981 1982° 
Gross domestic product” 1667 1857 2014 1973 100.0 1000 10.7 11.4 8.5  -2.0 


Goods 921 1038 1128 1085 55.1 54.0 9.9.-12.6 8.72 =3.9 
riculture, hunting, forestry 
and fishing : Mg A0Y 00S. 8) 4.4 292 6.7 9.2 G7 eT -3.0 
Mining and quarrying 9 12 14 14 0.3 OF 9 4242°26.0° 150 2.0 
anufacturing 271 305 3307 as l5 ae eb tSn al 5é7. Vnteee U2:6 8.0 -4.5 
Construction 122 ESA gn LTD 1169 34 8.4. 30,0. -126.0..- 16,2. .-6.0 
Basic services 122 137 (2 143) 212856 5.8 7.8) 03900 131 =cl0a 9.6 
lectricity, gas and water 42 49 52 64 1.6 5.2 Vil8:9 18.6 Sel3.85 ge23.0 
Transport, storage and 
communications 80 88 91 92 4.2 AG 11s acl OD 8.0 2.0 
Other services Eeeeet her 175) 766. 39.15. 38.2. 12,25 210.1 8.6 -1.2 
Commerce 339 375 406 Bo] els 198P 2a 10:5 85 3-22 
Ownership of dwellings 49 54 57 56 sik 28, 10:5 9.0 8.0 -2.0 
‘Community, social and 
personal services 256 > “282° —- *S12™ 30>. 120-8156 12 99 he 0.4 
Government services 66 70 86 90 al 45 oo 7.0 7.0 4.0 


Source: ECLA, on the basis of figures supplied by the Central Bank of Paraguay. 

“Preliminary figures. 

» As the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly 
with the latter. . 

“Includes financial institutions, insurance and real estate, except ownership of dwellings. 
Include restaurants and hotels and business services. 


_from an amount equivalent to 5.7% of the gross domestic product in 1981 to slightly more than 8% in 
© 1982. On the other hand, gross domestic savings decreased by 19.3%, while gross national savings 
declined by 22.6%; the former dropped from 28.3% to 23.3% of the product and the latter from 
29.8% to 23.5% of the product between 1981 and 1982. The private sector was a determining 
influence in this result, since its saving was reduced by nearly 28%. The public sector, on the other 
hand, attained a 19.5% increase in its savings. As a result of these trends, the deficit in the public 
sector balance decreased from 2.9% of the product in 1981 to 1.8% in 1982, while that of the private 
"sector increased from 2.7% of the product in 1981 to 6.3% in 1982.? 


-d) Sectoral trends in the product 


i) Introduction. The recession experienced by the Paraguayan economy in 1982 involved all the 
_ main sectors, with the exception of livestock. In this framework, the decrease in the level of activity 
was the most marked in construction, where it amounted to 6%, followed by 4.5% in the 
manufacturing sector, 4.4% in agriculture and 2.2% in trade. The livestock product, on the other 
hand; grew by 2.2%. As a result of these trends, total production of goods in the economy declined by 
» nearly 4%, while provision of non-basic services decreased by slightly more than 1%. In contrast, 
production of basic services, headed by the 25% expansion of electricity, grew by 9.6% (see table 6). 
ii) Agriculture. The extraordinary strength shown by this sector since the beginning of the 
preceding decade was interrupted suddenly in 1982, when its total product declined by 3%. This was 
the first contraction recorded since 1966, after an average annual growth rate of 7.5% between 1972 
and 1981; it represented drops of 5% in the product of the forestry subsector and 4.4% in the value of 
agricultural production as such, as against rises of 2.3% in the livestock product and 3% in the 
hunting and fishing product (see table 7). 


. 

9It is not necessarily true that saving by the private sector and therefore by the economy, actually decreased so much more than private 
and global investment. On the other hand, it should be borne in mind that domestic investment and especially domestic saving are 
underestimated in the national accounts due to the gaps noted above. See discussion in note 7. 
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The marked drops in the soya and cotton harvests were largely due to unfavourable climati | 
factors. An extremely inopportune rainfall distribution impaired the normal development of these 
crops, especially soya, which also suffered from an outbreak of caterpillars. In addition, the evolut 
of relative and nominal prices was clearly unfavourable to both products, especially cotton. 
nominal producer price of soya declined by nearly 11%, while that of cotton decreased by 14%, on the 
average, between 1981 and 1982. Real and relative prices decreased by 15% and 18%, respectively, 
during the same period (see table 8). ' 

In the case of cotton, the situation was actually even more unfavourable, since the 1982 dropin | 
prices was especially pronounced in the main harvest season, on the one hand, and the nominal a 
relative prices had already decreased significantly in 1981, on the other. Thus the development 
prices discouraged not only the harvest but the sowing as well. !° 

Price formation in these products was mainly influenced by the sharp drop in international 
prices and, to a lesser extent, the decrease in the effective real exchange rate. For cotton, the — 
Government set a reference price which it believed would cover the average cost of production and 


Table 7 
PARAGUAY: INDICATORS OF AGRICULTURAL PRODUCTION 


ee F 
Millions of guaranies 7 
at 1977 prices 


1978 1979 1980 1981 1982* 1978 1979 1980 1981 19824 


Growth rates 


Crop farming O5.0.- 67. 742" 803. 107 6.2 6.5 10.6 82 44) 
Domestic consumption 35.6 38.7 40.5 40.1 ey 8.9 45-~ -O:7 = 
Exports 274. 284. 334-A0A eh 204 54 yi ID Dap BS a 

Stock-raising 22.6. 23.5° . 2446 625.2) 25:8 3.8 4.0 4.0 32 25 

Forestry 93°. 104.” 109 SAA {9 14.0. 42:3 48 -5.0 

Total 95.2 1016 1110 1184 1149 ae 6.7 9.2 6.7 — -3 


Thousands of tons 
Production of the 
main crops 


Cotton 285 230 2459 317 280 28.0 -19.2 2S 34.9 -117 
Rice 36 68 60 -62 70 = 2889-118 ote: 12.9 
Sweet potatoes 187 192° 207 925 ge ee ai 3.0 Io 3.0 a 
Maize 368 405 506 496. 5521 n4u=1.04 410.0 4.24.8 (ene 2D 5.0 
Cassava 1734. 16787-1823 ae S48 50 -1.0 3:1 2.0 1.0 0.5 
Soya beans 330 450 650 - 880 600 -57 364 444 354 -318 
Sugar cane 2053, 1:964)92/957 S2el2U Saiz tH 283 -43 20.0 -10.0 9.0 
Cocoa 225... 62366248. 284 bmeras ul 5.0 eC err a 
Tung 96 106 95 100 we, -90.0° 100 310.0 5.0 a 
Wheat — 30 65 44 55 30" TLD“ NiG.7 32.49" 2 5 ne 
Cattle slaughtering 596: * 5378565 554 554. -6.1 -3.1 -2.1 -2.0 - 
Pig slaughtering 11130 13291 Se lyA20 re S6Omp les OR 95° 14:21 00 oh 2.0 
Poultry slaughtering® 1978 2281 2438 2.603 2668 957 .1A53 6.9 6.8 2.5 
Roundwood PALO 1420). 15780) a Ola 1, 192 28:10" 233 0.6 -15.5 
Firewood 2605 2661 2709 2800 iy RS pag 1.8 3.4 a 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay. 
“Preliminary figures. 

Including hunting and fishing. 
“Thousands of head. 


) The decreases in the relative prices of these two crops have been continuing since 1977, with the exception of the partial recovery of 
soya prices in 1981. For their part, the relative prices obtained in 1977 were slightly lower than the prices which had been attained in 1973/1974. 


page oe the visible expansion in the production of both crops during that period indicates that they were continuing to be profitable, at 
least until 1981. ; 


504 


PARAGUAY 


Table 8 


PARAGUAY: NOMINAL AND REAL PRODUCER PRICES OF THE 
Ben i:>i- MAIN AGRICULTURAL PRODUCTS 
i (1970 = 100) 


Tung 
oil 


Maize Manioc Sugar 


Rice Cotton potatoes Soya uae Cocoa 


Wheat 


Nominal prices” 


1977 225.0o 92840:7) 018 39330 B200 6 605331965 +280.0 gn 240 1687 00.0 

7B. 275.0 318.5. 333.3... 400.0, 300.0 2800 2938 . 1667 550.0 2316 
B79 337.5 3629 4000 480.0 333.3 320.0 3162 2667 275.0 252.6 
1980 Si taaesr0  foOl. S0OU, 64333 253.5 | 403.8". 2067 225.0, 203.2 
1981 325.0 4044 533.3 4400 433.3 3733 3442 2485 2000 273.7" 


1 370.8 400.0 553.3 366.7 324.7°'< 155.6 208. ‘ 
= Il 300.0 404.9 677.8 426.7 455.6 360.0 335.5 1669" hae 
Il BOAT nly AO pect oD 477.8 408.9 340.1 31k 
SAV pike jo Me ME de Be 477.8  4000° 369.3 177.8 
1982 400.0 348.1 466.7 440.0 = Pe fe De 368.3 466.7 275.0 340.4 
=I 533.3 500.0 422.2 300.0° 


II 4125 338.3 APA 22% 310.0° 288.9 320.0 305.7 266.7 
il 408.3 358.0 455.5 433.3 300.0 337.8 381.1 622.2 266.6 326.3 
aelV 387.5 422.2 453.3 Sti 430.2 600.0° 
Real prices” 


1977 114.0 72.7 168.9 162.2 168.9 141.9 144.0 84.5 253.4° 0/1174 
1978 126.0 145.9 152.7 183.2 137.4 128.3 134.6 76.4 251.9 106.1 


1979 120.6 E29 7, 142.9 Ly ARS LT9 1 114.3 113.0 95.3 98.2 90.2 
1980 98.4 1272 136.2 145.9 126.4 ye 118.4 77.8 65.7 76.8 
1981 83.9 104.4 AST 113.6 111.9 96.4 88.9 68.9 ey 70.7 
I OT 105.1 145.4 96.4 85.3° 40.9 54.7 67.8° 
II 77.6 104.7 175.4 110.4 117-9 932. 86.8 69.0° 
Ill 105.3° 127.6 97.4 124.7 106.7 88.7 81.2 
IV 133.8 URS NF 1135 100.4° 92.6 44.6 
"1982 98.3 85.5 114.6 108.1 81.9 81.9 105.8 114.6 67.7 83.6 
I 130.9 122.7 103.6 76.4 73.6° 
II 102.9 84.4 105.5 Th T22 80.0 94.3 66.7 
Til 101.0 88.5 TIT 107.1 74.2 83.6 103.3 1539 65.9 80.7 
IV 94.4 101.4 108.9 74.7 144.1° 


Te 
Source: ECLA, on the basis of data from the Ministry of Agriculture, Department of Agricultural Marketing and Economics, 
and the Central Bank of Paraguay. 
*In general a blank space means that there were no prices for the quarter, or that there were prices for only one month. 
The quarterly averages may not coincide with the annual averages due to frecuency of observation or errors in rounding-off. 
j1wo months only. 
Calculated by deflating the nominal prices using the consumer price index. 


leave a small profit. And in order to support the reference price, the Central Bank created a special 

line of credit at lower-than-average interest rates in order to finance the purchase of cotton at that 

price. In addition, the valuation price for cotton export dropped by 18%. However, in practice the 

average price paid to producers during the main harvest season was lower than the average estimated 
' cost of production. 

Unlike the main export crops, those intended to supply the domestic market generally had 
favourable results, and thus recovered from the slight deterioration which they had experienced as a 
group the year before. For example, maize production rose by 5%, that of sugar cane by 9% and that 
of wheat expanded no less than 45%, which represented a record production. Production of manioc, 
on the other hand, stagnated (see table 7). 

Among these products, rice, sugar cane and wheat had increases in their relative prices which 
fluctuated between 19% and 23%, after having experienced persistent decreases since 1977 in the 
case of rice, since 1978 in the case of maize, and since 1975 in the case of wheat. The relative price of 
maize decreased by nearly 4%, and that of manioc dropped by slightly more than 27 %. The real prices 
of these crops also have been decreasing nearly constantly since 1977/1978. 
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i tting a good reference price, the Government granted strong credit support to thi 
nase rl eae of wheat in 1982. Thus the Banco Nacional de Fomento (Nati 
Development Bank - BNF) financed the cultivation of around 90% of the saps ay a e i ie 
in the 1981/1982 season, after financing approximately 20% of the hectares inten or agriculture. 
In addition, the BNF granted the mills credit at much lower-than-average rates for cash payments to 
producers. Maize production, for its part, received a slight incentive when in July a drop in the export 
tax from 16% to 8.5% was decreed. In August the first significant shipment of the product to the | 
external market since the beginning of 1981 was made. sy 

The slight expansion of livestock activity in 1982 was largely a reflection of increases of 2% ar d | 
2.5% in pig and poultry slaughtering, respectively, and a stagnation in the number of head of cattle . 
slaughtered. The growth rates of the first two products were substantially lower than those recorded 
in previous years, while the stability of cattle slaughtered meant an improvement with respect to the 
sustained decrease experienced in this activity during the preceding four-year period (see table 7). 

Formerly one of the pillars of the economy, stock-raising entered a period of decline in the mid-_ 
1970s, when it lost access to the European Common Market. Between 1972 and 1981 cattle 
slaughtering declined by more than 19%. Perhaps because it occurred during the boom in the rest of 
the economy, the decline in this activity did not gave rise to compensatory measures of anys 
importance. In any case, since mid-1981 policies for strengthening it began to be implemented. Thus 
in August of that year, the tax on income from meat exports was eliminated; in December it was 
decreed that stock-raising should be included in the selective portfolio of the commercial banks, 
which assigns financing at interest rates lower than those prevailing in the economy; and in January | 
1983 the livestock sector was granted the right to increase returns on sales abroad in the free 
fluctuating market, whose exchange rate then exceeded the official rate by around 34%. Finally, 
during 1981 the activity received exceptional credit support, largely due to its inclusion in the 
selective portfolio of the commercial banks. The amount of financing intended for stock-raising 
increased by 32.5%, compared with an increase of 7.4% for the rest of the economy, between 
December 1981 and December 1982. In relation to the value of the stock-raising activity product, 
bank financing, public and private, rose from 25% in 1981 to over 31% in 1982. For the rest of the 
economy, the corresponding figures were 17.2% and 183%. 

Although in 1982 processed meat was once more able to be exported (in relatively modest 
quantities), the decrease in domestic demand and the floods in the stock-raising areas of Chaco and 
the southeastern portion of the country in June and July worked against a reactivation of the activity. 

The 5% decline in the added value in the forestry subsector in 1982 was chiefly the result of the 
15.5% decrease in the production of bolts, which decreased not only because of the recession in the 
domestic construction sector, but also because of the significant decrease in demand from 
neighbouring countries. ; 

The development of the agricultural sector in 1982 was also determined to a large extent by the 
rise in real interest rates in the economy. Although some special lines of credit were extended at 
lower-than-average rates for certain products during.the year, by far the majority of the financing 
offered to the sector bore nominal interest rates equal to and even higher shan those of the year 
before, under circumstances in which the rate of inflation was slackening markedly. It is sufficient to 
point out that official rates rose in real terms from 1% to 5% in 1981 and from 9% to 13% in 1982, 
while the rates collected by financial institutions in the segment not controlled by the portfolio rose 
by around 10 percentage points, to more than 40% in real terms in 1982, according to partial data. 1! 

Besides discouraging production and supply, the high interest rates have had effects on the rural 
land market which it would be useful to examine. 

Beginning with the end of the 1970s, the price of rural land began to rise at rates visibly higher 
than the general price level and the current value of agricultural production. With the exception of 
some years, this trend continued until the second half of 1980, and it probably was an important factor 
in creating the boom, through its effects on private consumption. In any case, at that time the real 
price of agricultural land was 359% higher, that of stock-raising land 450% higher, and that of 
forestry land 312% higher than 10 years before (see table 9). 


"The official rates are those collected by public financial institutions and by the commercial banks on the selective portfolio, whose rates 
are set by the Central Bank. 
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i 2 a TG Table 9 
PARAGUAY: NOMINAL AND REAL PRICES IN 
THE RURAL LAND MARKET 
(1970 = 100) 
4 Nominal price Real price* 
‘ig Crop- Stock- Crop- Stock- 
a farming raising es enka raising Rs 
1972 151.2 201.4 134.5 131.8 175.6 117 
197 200.0 236.7 156.6 154.7 183.1 oe 
1974 228.8 310.8 229.1 141.3 192.0 141.5 
1975 350.9 500.0 311.2 202.9 289.2 180.0 
1976 518.6 686.0 442.1 287.3 380.1 244.9 
1977 711.7 644.8 448.5 360.7 326.8 227.3 
1978 872.5 877.0 448.5 399.7 401.7 205.5 
1979 1 023.6 966.3 892.9 365.7 345.2 319.0 
1980 1 550.1 1 793.7 1317.1 452.3 523.4 384.3 
I 1 486.7 1 6548 1 185.9 445.5 495.9 355.4 
ai 1 615.9 1 936.5 1 448.5 459.2 550.3 411.6 
1981 1 467.2 1 821.4 1 367.6 378.9 470.4 353.2 
mi 1 474.5 1 892.9 1 466.7 384.5 493.5 382.5 

Il 1 462.3 1 750.0 1 268.7 374.0 447.6 324.5 
1982 1 615.9 2 142.8 1 381.8 396.9 526.4 339.4 
- 1 1 335.6 1 829.4 1 105.1 330.8 453.0 273.7 

Il 1 930.3 2 460.3 1 713.1 468.6 597.3 415.9 


—————— eee .— 0 0 00—0 eee 
Source: ECLA, on the basis of data from the Ministry of Agriculture and Stock-raising, Department of Agricultural Marketing 
2 and Economics and the Central Bank of Paraguay. 

Calculated by deflating the nominal prices using the consumer price index. 


y Throughout 1981 and during the first half of 1982, on the other hand, nominal land prices 
“declined substantially. Besides noting the coincidence between that significant downturn and the 
dramatic rises in interest rates, one might consider the possibility that it played its own part in 
creating the recession. 

In the second half of 1982, there was a further and more marked decline in land prices, since the 
latter recovered and even exceeded in real terms the levels of the first half of 1980, despite the 
persistence of high interest rates. It would be extremely difficult to explain such behaviour if it had 
not been for the sharp rise simultaneously experienced by the exchange rate in the parallel market, 
which exceeded that of nominal prices of agricultural and stock-raising land. Even so, the amounts of 
the rises proved to be surprising, given the recession in the level of activity. In any case, they may 
contribute to the recovery of the economy. 

The agrarian reform and land distribution. The extraordinary rise in prices of agricultural land 
since the end of the 1970s went hand in hand with the accelerated settlement process in the 
agricultural frontier; the latter was encouraged and facilitated by policies promoting the displacement 
of the rural population from the traditional settlement zone to the periphery of the eastern region, as 

. well as immigration to the frontier zones. 

Among those policies were the extension of the basic infrastructure —such as the highway 
connection with Brazil—, binational co-operation treaties and especially, the agrarian reform. 

In 1981 the first agricultural census since 1956 was conducted. The first results of the census are 
now available. Thus it is possible to begin to examine systematically the impact which agrarian 
reform has had on ownership and distribution of land in the country. a 


12Several papers have recently been published on this question in Paraguay. See, for example, Church Committee, “Formas de 
organizacién productiva campesina”, Cuadernos de investigacion, No. 7, Asuncién, November 1981; Paraguayan Episcopal Conference, Equipo 
Nacional de Pastoral Social, kz tierra, don de Dios para todos, Asuncién, March 1983; J.M. Frutos, “Con el hombre y la tierra hacia el bienestar 
rural’, Cuadernos Republicanos, Asuncién, 1982; Office of the President, Ministry of Planning, E/ esfuerzo nacional y el financiamiento externo, 
Asuncién, September 1982, chapter II.4; and D.M. Rivarola, et a/., Estado, campesinos y modernizacion agricola, Centro Paraguayo de Estudios 
Sociolégicos, Asuncién, 1982. 
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Between 1956 and 1981 public i 
Instituto de Reforma Agraria (Institute fe rian Re 
Instituto de Bienestar Rural (Institute for Rural Welfare - 
area of nearly 7.4 million hectares divided into 487 
deeds were granted for a total area of 5.7 mil 
relevant data for the entire period were not avai 
the lots awarded were stock-raising lots, and that these lots covered 87: é 
(2.4 million hectares), with an average of 2 116 hectares per lot, while the agricultural lot 
average measure of 16 hectares (see table 10). 14 15 
f land awarded came from reserves in the pub 
ed through purchases from the private sector. However, during the 
priated a total of 1.4 million hectares, 


The largest portion o 
significant proportion was acquir 
period in question, the Government nationalized and expro 


from 93 pieces of private property. '© 


In addition to these public sector ac 


lion he 


for Agrarian Reform - 


Table 10 


nstitutions in charge of agrarian reform —until 1963 
IRA) and from 1963 onwards 
IBR)— awarded 88 434 lots with a to 
colonies. 3 In addition, nearly 8 000 final title 
ctares. With regard to distribution by size, the 
lable. It may be stated that in the last six years 4.5% of} 
% of the total area awarded 
shadan | 


lic domain, and another 


tivities, the private sector set up 91 colonies by transferring 
through sales 27 052 lots with a total area of 94 million hectares. A portion of these colonies were" 


PARAGUAY: SUMMARY OF AGRARIAN REFORM INDICATORS 


Total awards 
Numbers of lots 
Surface area (hectares) 
Average (hectares) 


Agricultural awards 
Numbers of lots 
Surface area (hectares) 
Average (hectares) 


Stock-raising awards 
Numbers of lots 
Surface area (hectares) 
Average (hectares) 


Final title deeds 
Numbers 

Surface area (hectares) 
Average 


Comunal fields 
Numbers 
Surface area (hectares) 


Nationalized and expro- 


piated lands (hectares) 
Nationalized 
Expropiated 

Occupied 


1956-1982 1977 

93 585 2 651 

7 620750 344990 

81 130 

2517 

75 866 

30 

134 

269 124 

2 008 

85 993° 2 507 

5 708 123° 125 894 
GGn 
126 
62 132 
1 433 980° 
579 140° 
377 736° 
477 104° 


1978 


2 837 
176 096 
62 


2727 
51 444 
19 


110 
124 652 
1 128 


3 500 
176 642 


1979 


2 506 
422 296 
168 


DBlS 
37 500 
16 


193 
384 796 
1 994 


3 814 
283 888 


1980 


3 931 
716 597 
182 


3 720 
50 812 
14 


211 
665 785 
PAD 


3 836 
718 989 


1981 


4 316 
473 267 
110 


4 163 
49 024 
12 


153 
424 243 
2anTS 


4 054 
728 885 


8 
15 557 


1982* 


3150 
244 836 
48 


5°03T 
48 565 
10 


120 
196 271 
1 636 


4 342 


Source: ECLA, on the basis of data from the Institute for Rural Welfare, Report (several years) and Juan Manuel Frutos, Con e/ 
hombre y la tierra hacia el bienestar rural, Cuadernos Republicanos, Asuncién, 1982. 


“Through 31 July. 
1956-1981. 


‘One hundred twenty-two communal fields, with a total surface of 57 790 hectares, were also created. 


; “Of the 17 711 title deeds delivered during the period 1977-1981, 14.5% were granted free of charge. The rest represented buying and 
selling operations. The free titles, which benefit the crippled, veterans of the Chaco War and parents of seven minor children, covered 2% of the 


total area titled during that period. 


‘The adjudications and operations for awarding of titles include some property which is not used for agricultural activities, 

‘These figures include the nationalization of seven pieces of property representing a total area of 574 140 hectares; the expropriation of 
377 736 hectares comprising 48 properties, and the occupation (expropriation) of 477 104 hectares comprising 38 properties. The last category 
includes operations under Law 622/60 in its articles on de facto colonies and land developments, and on decrees by the executive power which 
have affected private properties crossed by public highways. 
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Bi Table 11 


PARAGUAY: EVOLUTION OF THE DISTRIBUTION OF FARMS AND 
LAND, BY SIZE OF FARM 


Surface Percentane Average sur- 


area aL ee face area 
of farms* miscribution of farms 


oe — 


1956 1981, 1956, 91981 1956ye me 19811956 1981 1956 1981 


Number of Percentage 
farms distribution 


Coun 149 614 248 903 100.0 100.0 168166 21 425.6 100.0 100.0 112.3 86.1 
‘Less than 1 ha 6422 21894 43 88 3.4 6.0 : : 5 eae 
From 1 to less than 5 ha 62292 68184 41.6 27.3 159.2 163g Or 0:1 2.6 2.4 

From 5 to less than 10 ha 34949 49337 234 19.8 230.2 320.8 1.4 1.5 6.6 6.5 


From 10 to less than 20 ha 25.1927 56237 16:8 (22.6 316.7 691.1 1.9 3.2 12.6 12.3 
From 20 to less than 50 ha 12982 35910 88 144 341.1 940.6 2.0 44 26.3 26.2 
“From 50 to less than 100 ha 2837 7059 197 92:8 183.2 468.8 Teal 22 64.6 66.4 
From 100 to less than 200 ha 1568 4083 1.0 1.6 223.7 547.1 13 2.6 142.7 134.0 
From 200 to less than 500 ha 1 234 2 953 0.8 2 3747 868.5 Dee 4.1 303.6 294.1 
From 500 to less than 1 000 ha 589 1 053 0.4 0.4 399.4 707.1 2.4 33. 678.1 671.5 
From 1 000 to less than 2 500 ha 687 1 067 0.5 0.4 1069.4 1 640.0 64 Th al OOO! ele AO: 
From 2 500 to less than 5 000 ha 328 . 475 0.2 Or2> seeded: ) Omen, 653.0 6.8 77 + 3509:1- 3480.0 
‘From 5 000 to less than 10000 ha 259 344 0.2 0.1 1794.7 2 383.5 10.7 11.1 6929.3 6928.8 
- From 10 000 to less than 


* 20 000 ha 130 164° O.1 OW 7867 21493 = 10:Ge 100F 13 7438s 151055 
From 20 000 ha and over 145 143 0.1 0.1 8783.2 8886.7 52.2 41.5 60573.8 62 1448 
Eastern region 146 287 244002 100.0 100.0 7952.3 9941.9 100.0 100.0 54.4 40.7 

Less than 1 ha 6 289 21013 43 8.4 3.4 6.0 - 0.1 0.5 0.3 
1 61 669 67 835 42.2 27.3 158.2 162.4 2.0 1.6 2.6 2.4 
5 34670 49189 23.7 19.8 228.2 319.9 29 54 6.6 6.5 
10 24831 56124 169 22.5 3121 689.6 3.9 6.9 12.6 123 
20 12813 35696 88 143 336.5 9340 42 9A 26.3 26.2 
50 2663 6783 1.8 27 170.5 449.0 Dal 45 64.0 66.2 
100 LAV 3518 0.8 1.4 150.5 467.9 1.9 47 135.4 133.0 
200 964 1 946 0.7 0.8 294.1 568.5 S21, 5). 305.1 292.1 

= 500 447 730 0.3 0.3 303.9 489.9 3.8 49 679.9 671.1 
sk O00 434 634 0.3 0.3 652.7 952:9 8.2 9.6 1503.9 1 503.0 

, 2 500 164 265 0.1 0.1 568.8 909.9 Ve? 9.2 34683 3 433.6 
5 000 110 149 0.1 0.1 740.1 1 003.2 93 104 - 67282 6.7329 
10 000 63 75 - - 850.4 968.6 10.7 9.7 13 498.4 12 9147 


20 000 and over yy 45 - > 31829" 2020.1 —~40.0- 20:3 53°'947-5' 44 8911 


Source: ECLA, on the basis of data from the 1981 National Agricultural Census, provided by the Ministry of Agriculture and Stock-raising, 
Office of Agricultural Censuses and Statistics. 
“Thousands of hectares. 


formed in express response to Law 662/60 “On proportional parcelling of large properties”, and 
agrarian policy probably had a significant indirect influence in forming many of the other colonies 
which the IBR has on record.17 It should also be noted that properties created through public and 
private colonization programmes may be submitted to further subdivision. 

The number of lots awarded by the IRA and the IBR between 1956 and 1981 was equivalent to 
slightly more than 59% of the mixed farms included in the 1956 census, 35% of those of the 1981 
census and 89% of the increase in farms between those two years. It was also equivalent to 50% of the 
number of families dependent on agricultural activities in 1956, 30% in 1981, and 75.3% of the 
increase of families dependent on agriculture between those years. 18 Nevertheless, the ratio between 
the number of agricultural families and the number of farms remained constant at 118% between the 
two dates. The area covered by those lots was equivalent to 44% of the total area of farms in 1956, 
34.4% in 1981 and 160% of the increase in farming area between those years (see tables 10 and 11). 


) 


17 Law 662/60 states that a minimum of 10% of the area of properties having more than 10 000 hectares suitable for agriculture must be 


devoted to colonization, under the auspices of either the IBR or the owner. 
18For 1981, the population dependent on agriculture was calculated on the basis of data from the FAO, Production Yearbook, Rome, 


1982, and the preliminary results of the 1982 population census of Paraguay, since the relevant data from the agricultural census of 1981 have not 


yet been published. 
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The number of title deeds delivered by public institutions between 1956 and 1981 exceeded by 
nearly 44% the number of owners of farms inchided in the 1956 census, and was PG worm 
those existing in 1981 and to 71% of the increase in owners between those two years. It also exceeded 
by 18% the number of farms managed irregularly in 1956 and was equivalent to nearly 87% of the 
increase in farms between 1956 and 1981. This made the proportion of irregularly-managed farms 
decline from 48.5% of the total in 1956 to 17% in 1981, whereas the number of landowners in 
relation to the number of farms increased from 39% in 1956 to 72% in 1981.19 The area covered by 
those title deeds was equivalent to 34% of the total area of farms included in the 1956 census, to 
26.6% in the year 1981 and to 124% of the expansion of the area comprising the farms between those 
two years. 

Finally, it may be noted that the expanse of land nationalized and expropriated during the 
period in question was equivalent to 8.5 % of the total area of farms in 1956; 6.7% of the area of farms 
included in the 1981 census, and 19.4% of the land awarded between those two years. 

Table 11 features some of the effects of the agrarian reform policy on land distribution, by size 
of farm. ?° 

Between 1956 and 1981, the proportion of the rotal area represented by farms larger than 
10 000 hectares declined from 62.8% to 51.5%; this drop reflected nearly exclusively the decrease in 
the proportion represented by holdings of more than 20 000 hectares. On the other hand, there was 
not, nor could there have been expected, given the legislation in force, a decrease in the proportion of 
the total area encompassed by farms from 1 000 to 10 000 hectares. In fact, that proportion rose from 
nearly 24% in 1956 to 26.5% in 1981. As a result, the portion of the total area of farms of 1 000 or 
more hectares dropped from 86.7% in 1956 to 78% in 1981. However, the percentage these farms 
represented in the farm total declined from 1.03% to 0.87%, while the absolute area they covered 
increased by 15% (see table 11). 


The considerable reduction of the portion of land located in farms larger than 10 000 hectares 
was offset by more or less considerable proportional increases in all the strata between five and 5 000 
hectares. The most favoured stratum was that of 20 to 50 hectares, followed by the 50- to 100-hectare 
stratum. The sharpest relative expansion of the number of farms was found first among those of one 
hectare or less, followed by the 10- to 20-hectare category and then the 50- to 100-hectare category. 


The relative situation of farms smaller than 10 hectares improved somewhat during the period 
in question, since their share of the total farms declined from 69.3% to 55.9%, while the proportion 
of land on which they operate rose from 1.4% to 1.5%. The average size of this group also rose. On 
the other hand, despite the fact that the share of the number of farms less than five hectares in the 
total number of farms declined markedly, their absolute number increased substantially and their 
average size fell from 2.4 to 1.9 hectares. 


When interpreting these statistics, it should be noted that population density and the use and 
distribution of the land in the western and eastern regions of the country, differ radically. The western 
region contains slightly less than 2% of the population, while the land exploited there is almost 
exclusively devoted to stock-raising and its ownership is exceptionally highly concentrated. 
Furthermore, the development of land distribution between the two regions during the period 1956- 
1981 differed significantly. It may therefore be stated that in the eastern region, the proportion of the 
total farm area covered by farms of more than 10 000 hectares was reduced from 50.7% in 1956 to 
30% in 1981; the proportion covered by farms larger than 20 000 hectares decreased from 40% to 
20%. Both the degree and pattern of concentration in 1956, as well as subsequent development, 


generally indicate features in the eastern region different from those recorded at the national level 
(see table 11). 


= The statistics on the number of owners in 1981 come froma survey carried out by the Ministry of Agriculture and Stock-raising, and are 
preliminary. 
*©Tt should be borne in mind that the potential scope of the reform is determined, in principle, by the legislation in force. In this respect 
at least three provisions of the Agrarian Statute should be mentioned. The properties most likely to be affected are those larger than 10 000 
hectares in the eastern region and those larger than 20 000 hectares in the western region. Furthermore, the Agrarian Statute envisages the 
formation of agricultural exploitations from 20 to 100 hectares, forest exploitations from 50 to 100 hectares, and stock-raising exploitations 
from 300 to 8 000 hectares, for the benefit of individuals meeting certain requirements. The latter include being a farmer or stockbreeder, but not 
owning more than 50 hectares of land suitable for agriculture, or more than 750 hectares of land suitable for stock-raising in the eastern resto or 
more than 4 000 hectares of stock-raising land in the western region. 
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considering this matter, it should also be borne in mind that the land distribution noted 
11 is not the same as that prevailing in the distribution of the value of land, or of the income 
red by it. Although in 1981 farms of more than 1 000 hectares contained 78% of the land, they 
produced slightly less than 9% of the total harvest of soya, the country’s most important crop. Farms 
of less than 50 hectares, which contained 6.7% of the land, produced more than 28% of the soya 
vested in 1981. The main producers of this crop were farms of 50 to 200 hectares, which harvested 
.6% of the total production, under circumstances in which they operated on 4% of the land. In the 
se of cotton, the country’s second crop, farms larger than 1 000 hectares produced less than 1% of 
the total in 1981. On the other hand, farms of less than 50 hectares harvested 89% of the total, and 
ong them, those of less than 10 hectares produced more than 47% of the total: With regard to 
gar cane, the country's fourth crop, farms of more than 1 000 hectares produced 33% of the harvest 
in 1981, while those of less than 50 hectares produced nearly 85%. Farms of less than 
2° hectares harvested more than 35% of the total. In the case of less important crops, such as wheat 
~-and tobacco, in 1981 farms of more than 1 000 hectares produced nearly 10% and nearly 3%, 
respectively, of the totals, while those of less than 50 hectares produced 20.4% and slightly less than 
92%, respectively, of the totals. The main wheat producers were farms of 50 to 200 hectares, which 
produced 42.5% of the total.?! 

if With regard to the livestock sector, available statistics relate to cattle and pig holdings. In 1981 
_ farms of more than 1 000 hectares contained nearly 63% of total cattle stocks, while those of less than 
_ 50 hectares contained 21.5%. The same year, farms of more than 1 000 hectares held 2.7% of total 
_ stock in pigs, while those of less than 50 hectares contained nearly 87% of the total. Those of less 
_ than 10 hectares held nearly 47% of the total.” 

~The agricultural census of 1956 did not contain the data which would have made it possible to 
_ determine the distribution of agricultural production by size of farm. With regard to the distribution 
~ of cattle and pig holdings by size of farm, it may be observed that the degrees of concentration were 
slightly altered. In 1956 farms of more than 1 000 hectares contained 69.5 % of the cattle and 3.7 % of 
the pigs, while those of less than 50 hectares contained 20.9% of the cattle and nearly 89% of the 


: _ pigs. 


» 


| iii) The industrial sector. Manufacturing. According to the latest estimates, the added value of 
the manufacturing industry decreased by 4.5% in 1982. The drop in the level of activity was headed by 
= the chemical subsector, whose product decreased by nearly 18%, and the textile subsector, whose 
"added value decreased by nearly 16%. Production of foodstuffs, beverages and tobacco shrank by 
~ slightly less than 7%, mainly as a result of the more than 24% decrease in beverage production. The 
value added by the non-metallic minerals and wood and furniture industries, decreased by 6.5% and 
6.0%, respectively. Statistics for the remaining subsectors were not available. However, it may be 
stated that as a whole they must have expanded sharply, given the weight and negative development 
of those mentioned above (see table 12).”? 

In 1982 112 investment projects were accepted for the tax benefits established by the law on 
investment promotion for economic and social development (Ley de fomento de las inversiones para 
el desarrollo econdémico y social — Law 550). Investment commitments to these projects amounted 
to 101 million guaranies. Approximately half of the investments involve expansion of existing firms, 
while the other half entails the creation of new ones. More than 84% of total investments originated 
outside of Asuncion. Three projects, two new agro-industrial companies and the installation of a new 
alcohol-fuel factory, absorbed slightly more than 41% of the total investment. 

The amount of investments aided by Law 550 in 1982 represented a reduction of 32.4% in 
comparison with the year before, and of 61.7% incomparison with 1980. At constant prices the 1982 
amount was 34.4% and 68.1% less than those of 1981 and 1980, respectively. This development was 


21]t should be noted that these are the only five crops for which statistics have been published up to the present. In 1981 the current value 
of soya production was 18.5% of the current value of the entire crop-farming production and 12.6% of that of agricultural production, excluding 
forest production. That same year the current value of cotton production was 12.5% of that of crop-farming production, and 8.5% of that of 
agricultural production. The current value of sugar cane production in 1981 was 3.4% of that of crop-farming production and 3.3% of that of 
agricultural production. The corresponding figures for wheat were 1.17% and 0.7 %, respectively, and for tobacco, 1.0% and 0.65%, respectively. 

221m 1981 the current value of cattle slaughtering represented more than 34% of that of livestock production and 9.7% of that of 
agricultural production, while the current value of pig slaughtering was 28.5% of that of livestock production and 8.0% of agricultural 


production. 
23 Jt should be noted that consumption of electric energy in the sector declined by 15.6% in 1982. 
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closely linked to the negative turn in the economy’s performance, but in 1982 it was also connec 
with the decision to exclude a series of activities from the benefits of Law 550 for one year, since it v 
felt that these activities contained sufficient installed capacity.” 3} RNORNA Sar) He, Raa 

The contraction in the manufacturing sector was also influenced by conjunctural factors such 
the lower activity at Itaipt and Yacyret4, and the well-known intensification of competitive pressu: 
and slackening in demand from some of Paraguay’s trading partners, as well as the management 
domestic economic policy. In the latter field, the sector's performance was negatively affected by t 
continuation and even increase of the very high real interest rates, the Government's substantial 
curbing of its capital expenditures and the behaviour of the exchange rate.?° : Ks 

Although global economic policies, with the exception of the exchange policy adopted during _ 
the second half, tended to heighten rather than mitigate the depressive effects from abroad, some | 
sector-specific measures were taken to meet particular problems raised by the contraction in industry. 


hij Table 12 
PARAGUAY: INDICATORS OF MANUFACTURING PRODUCTION 


I eg we re ee 
Percentage a 
1978 1979 1980 1981 1982° breakdown Growth rates : 


1972 1981 1978 1979 1980 1981°% 19827 


Gross manufacturing 
product (millions of 


guaranies at 1977 prices) 49.4 53.2 59.9 64.7 61.8 100.0 1000 98 7.7 126 80 4.5 
Foodstuffs, beverages 

and tobacco 18.7 :19.3.,.20.1. -23.8..222. 487%. 368.+36.53.5 ..42 187 
Textiles, clothing and leather 96 84 84 105. 89. 160. 163) 1277, 13:0. 0) 250i 
Wood and furniture 46°75 108 86 81 7.1 133 187 63.0 442 -204 60 
Paper and printing LO SETS e252 UEDA. YD 2954S 7 EO 2B S484 - 
Chemicals 77 <80° 88 99.4 %° 77-140 1456167) 933% 1016.8 
Minerals ay ae rams Wey eat 920 lpemeae 9 2: ne | eyo SS os Oe: 4.22.5 0/9 6 ates 
Basic metals : - 0.1 0.1 0.2 seen el 0:3 9:-23.5. 113.62 959-5, 1.002 
Metal products, machinery 
and equipment LA SS1S) PS tO Je, SF Avast SC ran 
Other manufacturing industries 0.2 0.2 0.2 0.3 x 2105 0.5 12.8 31.0 204 39.8 
Artisanal production 4A SD, TADS e559 ag OS 2, 150 9 OF giAG2 TVA ATA eTAS 

Output of some of the main 

manufactures 

(thousands of tons) 
Cotton cloth 20.8 203 166 15.9 Bs. 25 -2.4 -180 -40 
Cotton fibres 90:7 = 73:3, 24951059 a 24.6 -19.2 2.0 41.0 a 
Tannin LATS] Gi! D15.7 IBZ 2UO 32.8 -61.5 1340 -16.0 59.0 
Cocoa beans 38.9" 737.8 49 oT aw 11.1 -28 30.0 16.0 
Tung oil bd De 1D NO 2 ENT ae <3TT i594 528-0) F910 & 
Cement 167.0 154.5 176.7 156.1 111.2 -164 -7.5 140 ;11.7 -288 
Cigarettes 40.9 404 324 37.8 = 3.8  -1.2 -20.0 17.0 
Soft drinks 96:5 111.0 116.1 145.7 B 78.0 "4150" “SO 250 
Wheat flour 84.6 82.3 81.8 100.7 ee 43.10 ° -2570 S10) 72310 
Sugar 68.7% 68.5 ~ 589.2") 76:5 ve -110 -03 30.0 -140 
Leather 13.8 94 90 95 ce -6.1 -319 -40 60 
Canned meat Ei2 oe 0:3 - - He -6.7 -97.3 - - 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay. 
*Preliminary figures. 


24 These activities include the manufacturing of dairy products, ice cream, ice, sugar cane, beer, non-alcoholic beverages and soft drinks, 
clothing manufacture, sawmills, cardboard manufacture, printing and publishing, plastics, clay products for construction and portland grey 
cement, retail fuel stations, commercial and financial banks, cinemas, radio studios and stations, automobile and motorcycle repair shops, 
laundries and laundry services, manufacture of cigarettes and knitted materials. 

25 With respect to the exchange policy, it should be noted that while at the beginning of the half the problem lay in the persistence of an 
excessively low real exchange rate, in the second it lay in the sharp rise in prices of imported inputs and the considerable rise in the cost of 
servicing debts contracted in foreign currency. On the other hand, the high rise in the average exchange rate for imports in the second half made it 
possible to offset the negative effect of the exchange variations in neighbouring countries, and gave rise to a substantial improvement in the 
competitive position of the economy in its own market (see section 3, paragraph a) above). 
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in the first quarter Decree No. 31609 was enacted, requiring all public sector distributions, even to 
mixed ventures, to have exclusive recourse to domestic products in their purchases of goods and 

vices, up to a 15% margin of price difference. In the second half, implementation of the Programa 
Desarrollo Industrial y Turistico (Industrial Development and Tourist Programme) was begun, 
th a relatively substantial loan from the World Bank, for development of small and medium-sized 
sinesses. This programme envisages providing long-term loans at interest rates considerably lower 
an those prevailing in the domestic market, and exemption from customs duties, exchange fees and 
prior deposits for external purchases made under it. ‘ 


Specific measures taken for the benefit of the sector include the decree promulgated in 
February, which prohibited the import of solid, hot-rolled, twisted iron or Steel bars of normal 
hardness and smooth surface, between 6 and 32 millimetres in diameter, and of structures made from 
_ these types of bars, and the decree enacted in September, in response to a request from the Asociacton 
_ de Industriales Graficos del Paraguay (Association of Graphic Manufacturers of Paraguay) which 
_ prohibited the importation of several graphic products, such as wrapping paper, other paper and 
coloured cardboard, envelopes and post cards, cardboard and paper wrapping, card indexes and filing 
cabinets, booklets, pamphlets, and books on national topics or authors, and calendars. In addition, in 
the middle of the year the country’s largest textile factory was granted a set of measures to promote its 
‘recovery from a serious crisis. The measures included the elimination of all taxes on its exports, the 
right to exchange foreigremoney in the black market, and access to tariff preferences; a special régime 
_ was created for the importation of vehicles using alcohol as fuel, which made them considerably less 
' expensive than conventional vehicles and indirectly benefitted the local alcohol-fuel industry and 
sugar cane producers; the State monopoly on the production and marketing of alcohol for fuel was 
ended, a National Alcohol Fuel Commission was created to regulate that activity, and the installation 
of two private absolute alcohol factories was authorized. ”° 


Construction. In 1982 added value in construction decreased by 6%. During the economic 
boom, the average growth rate of this sector was 22.5 %, between 1976 and 1980, it was 30% per year, 
and in 1981 it was 16.2%. Asa result of this extraordinary expansion, the sector's contribution to the 
gross domestic product rose from 3.1% in 1972 to 8.7% in 1981, and the impact of its behaviour on 
the evolution of the rest of the economy was heightened. 

The drop in construction in 1982 reflected above all the end of the construction works at Itaipu, 
in both its direct effects and its recessive effects on the rest of the economy, and also in the 
, postponement of the main construction works at Yacyreta, the hydroelectric power station which 

Paraguay is building together with Argentina. In addition to these factors, there was the restrictive 
monetary policy, reflected in the rise in interest rates, and the reduction of capital expenditures by the 
public sector, which lowered the rate of work on some projects and postponed the beginning of 
others. 

iv) Basic services. As a whole, the basic services product rose by 9.6% in 1982. Although the 
growth rate slackened for the third consecutive year, the performance of this sector departed radically 
from the behaviour of the rest of the economy, basically due to the marked increase in the generation 
of electricity, encouraged by a sharp rise in residential consumption. In 1982 the quantity of electric 
energy generated rose by more than 27%, after a growth of slightly more than 3% the year before. 
Thus it was possible to replace the imports of electric energy and even sell abroad, while also 
extending the transmission infrastructure, especially with the opening of work on the first stage of 
the southern transmission system, which services the departments of Itaipt and Misiones. Between 
1981 and 1982 the proportion of the population receiving services rose from 31.5% to 37.7%. In 
contrast with residential consumption, industrial consumption decreased quite substantially in 1982 
(see table 13). 


Construction works on the hydroelectric power station at Itaipu, which Paraguay is carrying out 
with Brazil, culminated in the filling of the reservoir in October. The first two of the 18 rotors 
(turbines) which the company will have also arrived at the site. With the conclusion of these works, 
between the first and second half the capital inflows and purchases of goods and services declined 


26 The national fuealcohol project is attempting to reduce the economy's dependence on petroleum, which comes entirely from abroad. 
Besides promoting the use of alcohol-driven vehicles an attempt is being made to attain a mixture of 20% alcohol and 80% gasoline for 
conventional vehicles. 
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more markedly, both by around 30%, while the labour force dropped from 27 000 to 18 000 persons, 
approximately 9 000 and 6 000 of whom were Paraguayans.”’ acne a. 

The entry on line of the first turbine was postponed from the first quarter of 1983 to the first 
quarter of 1984, which will delay the beginning of its commercial operation, originally planned for 
the first quarter of 1985, and, therefore, the delivery by the Paraguayan and Brazilian Governments of 
the plan of use of the energy, which by agreement they must draw up two years before commercial 
operation begins. In this respect, Paraguay must decide which proportion of the energy it will utilize 
and which proportion it will sell to Brazil over a 10-year period. 78 oi woe 

The construction of the hydroelectric power station at Yacyreta, which is being carried out by 
Paraguay and Argentina, met a series of obstacles, the majority of which were beyond the control of 
Paraguay and reduced the budget of the Yacyreta binational entity by approximately 25% and delayed 
the planned schedule by one year. However, towards the end of the year the main problems appeared 
to have been resolved and the beginning of major construction work was planned for the second half | 
of- 1983.2? — 


espe S95 


Table 13 


PARAGUAY: INDICATORS OF THE CAPACITY, GENERATION 
AND CONSUMPTION OF ELECTRIC ENERGY 


1970 1972 1974 1976 1977 1978 1979 1980 1981 1982° 


Installed potential’ 123.7 127.0 169:2 2194 269.5 270.7. 272.1 2725 2741. 27419 
Hydraulic 90.0 90.0 90.0 140.0 190.0 190.0 190.0 190.0 190.0 190.0 
Thermal 33.7 37.0: .792. 794 995. 80.7. 82.1 6 825. 3410 eae 

Electric energy 

generation’ 

Gross 159.2 197.6 450.9 540.9 500.4 491.1 618.2 697.4 7204 916.0 
Net 154.2 192.6 445.5 536.7 492.7 482.9 6114 692.1 7168 912.7 
Net imports of electric 
energy - - -160.0 -1660 -43.7. -15.1  -25.6 5.4 103.0 -40.0 


Domestic electric 
energy supply 


Gross 159.2 197.6 290.9 375.0 457.1 476.8 592.9 703.1 824.0 876.0 
Net 154.2 192.6 285.5 370.7 449.0 467.8 585.8 697.5 819.8 872.6 

Domestic electric 

energy consumption 129.8 168.6 238.6 307.0 3745 438.3 5448 658.0 751.7 800.6 
Residential 764. 939 130.1 173.2 205.9 237.6 2739 3443.,3907 S475 
Industrial 33.8 A482 763 101-7 1265 156.0 — 224.9 263335500 leas 
ANDE 5.0 5.0 5.4 43 8.1 9.0 sl 5.6 4.2 3.4 
Other 14.6:° 21.5. 26.8 "27.8 S400 955798 58.99 SG eee eee 


Percentage of population 
receiving electric , 
energy service 10.94 14:8 9r19.Q2 “22: $225 0624 20m 266 2o 0a eee 


Source: National Electricity Administration (ANDE), Compilacién Estadistica, 1960-1981, Asuncién, 1982, and other 
statistics also supplied by ANDE. 

“Preliminary figures. 

’Thousands of kW. 

“Millions of kW. 

“Including street lighting. 


27In 1981 Itaipa brought nearly US$ 300 million into the country; this amount was equivalent to 71% of inflow of capital registered in 
the balance of payments. In 1982 the corresponding figures were US$ 231 million and 56%, respectively. In 1979, the highest point with regard 
to employment, the workforce employed by Itaipt reached 38 000. In February 1983 it had decreased by another 5 000 in comparison with 
December 1982. 

28In this connection it may be pointed out that a report by the Comision Especial Energética (Special Energy Commission), which studies 
the utilization of the energy of Itaipu, concluded that the country cannot absorb the quantity of energy offered by Itaipt in the short term. 
Furthermore, the readjustment factor of the values envisaged in the Itaipi Agreement, and of the price of the electricity which Itaipu will 
generate, must still be determined. For more details on this question, see ECLA, Economic Survey of Latin America, 1980, United Nations 
Santiago, Chile, 1981, pp. 457 and 458. 

29For details on the difficulties met by Yacyreta in 1982, see Paraguayan Data Bank, Paraguay Econdémico, 1, Nos. | to 12, 1982. 
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py ; Table 14 

. PARAGUAY: INDICATORS OF TOURISM 
1970 1972 1974 1976 1977 1978 


1979 1980 1981 


Number of tourists 
thousands)” 


. 119.2... 93.0... 80.1e--113,2. 176.9. 201.9- 501.9 _ 302.1 267.1 1/84 
From Argentina $4.0 33.7 46.8 38.5. 68.1 ~86.8 “132.2. 132.6 “1225” * 569 
_ From Brazil 535 28.5 25:55" 43.0" 9 °65.3- 68.2" 106.9" 107 rol ose 
_ From United States 6.7 6.3 1.1 aD 3.2 4.4 3.6 3.3 43 39 
_ From Japan 3.3 25 0.6 2.5 4.2 4.0 Sliggeeeit SD 25 1.0 
From Uruguay __ 5.0 43 1.3 4.4 57 4.6 3.6 3.9 /S: 5.4 
From other countries 169° “17.7 BS es. 230 ls 5 5a) UT Ls Oye Sarees Lae 
Average stay (days) i me 3.9 3.0 3.0 3.0 a3 33 5, 3.5 
Average expenditures 
(dollars) 119 119 150 122 200 200 230 300 300 309 
Total expenditures 
(millions of dollars) 142, ., 1141 1210 4.0, 35:45. 740:45 5.695290 s/eee 80. 20et 55:1 
Supply of rooms (number)* bs Ser eGOST 2 VST 2279244275 27526 $2750 125769. 
‘Supply of beds (number)° = . 3896 5120 5314 5691 5 434 6329 6 243 
- Average rate of occupation 
* Of rooms (percentage) bs SM rt R756 92 FE 12018 106.9 06S 64.4" 
Of beds (percentage) ur So M6 GIS SE 33 95:9 5G BAT BOS PDN: 


Source: ECLA, on the basis of data supplied by the Department of Tourism, Ministry of Public Works and Communications. 
i The total number of tourists, which is calculated on the basis of tourist cards, includes only persons over 12 years of age. 
The distribution of tourists by country of origin is calculated on the basis of hotel registers. For 1970 and 1972, the distribution 
__ fefers to the tourists, rationality; subsequently, it refers to their point of departures. 
{From among the hotels, motels, hostels, and boarding houses considered to be “tourist level” by the Department of Tourism. 
Estimated figures. 


v) Tourism. In 1982 the flow of tourists into the country again decreased visibly, but to aneven 
greater extent than it had the year before. The number of tourists dropped by more than 33% in 1982, 
following the nearly 16% decline which occurred in 1981. The total expenditures by tourists, for their 
, part, were 32% lower in 1982 than in 1981, and 39% lower than in 1980, in nominal terms. In real 

terms they declined by 35 % in comparison with 1981 and 49% in comparison with 1980. The average 
ratio of occupation of the rooms contained in all the hotels, motels, hostels and guest houses which 
the Bureau of Tourism considers to be proper tourist accommodation dropped from 110% in 1980 to 
96.5% in 1981, and to 64.4% in 1982 (see table 14). 
| To a large extent, the contraction reflected a sharp drop in tourism from Argentina, which 
decreased by 54.6% in 1982, following the nearly 89% decrease recorded the year before. The number 
of tourists from the other main source, Brazil, grew slightly in 1982, after having decreased by 15% 
between 1979 and 1981. In 1982, 85% of the tourists entering the country were from Brazil and 
| Argentina. 
This negative evolution was decisively influenced by the prolonged recession in Argentina and 
: the gradual rise in the exchange rate in that country. Between 1980 and 1982, the average real 
exchange rate of the guarani in the parallel market with respect to the official Argentine peso 
declined by 40%, and by much more if the calculation is made with the Argentine peso in the parallel 
market. 
After its boom period of 1976-1980, when the number of tourists grew by more than 27% per 
year, tourism provided foreign currency equivalent to 16% of exports of goods and services and 21% 
of net inflow of capital. Therefore, its marked contraction has contributed not inconsiderably to the 
downturn in the economy. 1 
: vi) Trends in employment and unemployment. The rate of unemployment in the country rose 
from 4.6% in 1981 to 9.4% in 1982, according to preliminary calculations from the Central Bank. *° In 


30 In contrast to the data for Greater Asuncion, which appear in table 15, this estimate is not based on household surveys. The statistics on 
employment and unemployment in Greater Asuncién, which correspond to the second half of 1981 and to 1982, haye not yet been tabulated due 


to the conducting of the 1982 population census. 
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1980, with the culmination of the process of systematically reducing unemployment which had begun 
in 1973, the rate was barely 2.1% of the labour force. The figure calculated for 1982 was the highest in 
the series which begins with 1970,3! and naturally reflects and determines the decline in the level of 
activity. A more than proportional rise in unemployment appears to be consistent with the sectoral 
pattern of the recession, which was characterized by more pronounced decreases in sectors which use 
re manpower, such as agriculture and construction. i “—_ 

ae The ‘test statistics published by the Censo Nacional de Poblacion y Viviendas (National 
Population and Housing Census) of 1982, which unfortunately does not contain statistics on the 
labour force, indicate some significant variations with regard to existing projections of the total | 
population and the geographic distribution which has been one of the country’s outstanding features. | 

While an annual growth rate of 3.3% was projected for the total population between 1972 and 
1982, the population included in the 1982 census was 10% lower than that expected, making the % 
actual annual growth rate 2.5%. Subsequent adjustments may change this interesting result, but it — 
would not be likely to undergo very significant alterations. The growth rate indicated by the 1982— 
census meant, furthermore, that the rate of expansion of the population in fact continued to slacken : 
to a slight extent (see table 16). viel 

For its part, the slight rising trend in the degree of urbanization of the population observed 
increased significantly from the 1950s onwards. Thus, after growing by 3.0% per year during the 
period 1950-1962, the urban population expanded by 3.8% per year between 1972 and 1982, and rose 
from 34.5% of the total population in 1962 to 37.4% in 1972, and to 42.3% in 1982. 

In another sphere, the process of depopulation continued in the already scarcely inhabited 
western region of the country, which, with 60% of the national territory, was inhabited by less than 


Table 15 
PARAGUAY: RATES OF OPEN UNEMPLOYMENT IN ASUNCION’ 


nee EEE EEE EEEESEENEEEE 


Year and 

quarter 1208 slliots Lxenreh nied mugaadeenakeeizupy ts sok oat) a oe ee 

1976 7.2 6.0 6.7 

1977 6.2 4l 5.4 

1978 4.0 42 4l 

1979 49 73 5.9 

I 5.5 6.7 6.0 

Il 5.9 7.9 6.7 

Ill 48 9.9 6.9 

IV 3.5 45 3.9 

1980 3.3 49 3.9 

I 41 6.8 5.3 

Il 3.0 5.6 4.0 

Ill 3.3 41 3.6 

IV 2.8 2.9 2.8 
1981 23" as 22% 

I 2.6 1.0 2.0 

Il 2.4 2.3 Pe 


Source: Department of Statistics and Censuses, Encuesta de hogares. La muestra de mano de obra (several issues), and data 
supplied to ECLA. 


ia addition to Asuncion includes Fernando de la Mora, Lambaré and the urban areas of Luque and San Lorenzo. 
First half of year. 


31The rates in the series are: 


1970 5.0% 1977 3.7% 
1971 5.0% 1978 3.1% 
1972 5.1% 1979 2.6% 
1973, 5.1% 1980 2.1% 
1974 48% 1981 46% 
1975 4.6% 1982 9.4% 
1976 4.2% 
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— Table 16 - 
PARAGUAY: SOME POPULATION INDICATORS’ 


z P ToT 
4 = Thousands of persons _ : Apher ae 9 _ Growth rates 
— 1950 1962 1972 1982 1950 1962 1972 1982 }220° Tous” 1300 
af ' 
Tors ‘ 
een 1 371 1878 2433 3370 100.0 100.0 100.0 100.0 2.70 265 3.30 
nsus ' 1 328 1819 2358 3026 100.0 100.0 100.0 1000 2.70 265 2.50 
a : , 
Projection — hero 929 551459 rr «te 386 43:3 fe Hs 4:60 
_ Census RE Ppa BEd a Lele 254.09 50-85 adhe Adsd re OI Sn gdAOG * 9.80 
Rural 
Projection 33 pSi5 16504 521/ 914 ¥ ety 19h E56: 7. = .. 2.40 
| Census 869 1167 1476 1745 65.4 642 62.6 587 2.550 240 1.70 
‘Eastern region P2741 7450 2°288 +2969" 95.9" 95.9 °97.0 5 98.1~ 92-70 92.75 2.65 
_ Traditional settle- 
ment area 842 1117 1333 1603 63.4 614 566 53.0 2.40 180 1.90 
Asuncion 207 288 {° (3Q0'%: 456 x55 Wk4/5106.59 FE5.10012 903 Des LOO 
- Rest of 
. Metropolitan area Bd sll ct 1GO, 5526 oD OU, S15 11.24, 5.20. 4.7064 00 
Other areas STU ITALIA 755 808 42.9 389 31.0 267 1.80 0.65 0.60 
Rest of eastern 
region 432 628 «955 1366 «32.55 345 405 45.1 3.20 430 3.60 
Western region 54 74 70 a7 4.1 4.1 3.0 1.9 2.70 -0.40 -2.00 


Ree eee 

Source: ECLA, on the basis of Department of Planning, Diagnostico demogrdfico del Paraguay, Asuncién, 1980, Volume! and 
Proyeccién de la poblacién del Paraguay por sexo y grupos de edades, 1950-2025; Asuncién, 1980; CELADE, 
Demographic Bulletin, VIII, No. 25, January 1980, and Department of Statistics and Censuses, Censo Nacional de 

% Poblacion y Viviendas, 1982. Cifras provisionales, Asuncién, December 1982. 

“Not including the indigenous population. According to the Indigenous Population Census carried out in 1981, the indigenous 

, population was 38 703 that year. 

Preliminary figures. 
“Including the Central Cordillera, Guaira, Paraguari and Caazapa departments. 


2% of the population in 1982. In the eastern region, however, the process of deconcentration of the 
population also continued, although to a lesser extent; this process gained in strength from the 1970s 
onwards. Between 1972 and 1982 the demographic growth rate of the traditional settlement area in 
the southeastern corner of the eastern region was 1.9%. In contrast, that of the rest of the eastern 
region was 3.6%. As a result, the proportion of the total population of the country residing outside of 
the traditional settlement area increased from 40.57% in 1972 to 45.1% in 1982. In 1962 the 
corresponding figure had been 34.5%. On the other hand, within the traditional settlement area 
there was a higher concentration in the metropolitan area, despite the striking drop in the growth 
rate of the city of Asuncion. 

In the rest of the traditional settlement area the growth rate was barely 0.6%, causing its share 
of the total population of the country to decline from 31% to 26.7% between 1972 and 1982, after 
having been nearly 39% in 1962 and nearly 43% in 1950. In two of the four departments it comprises 
—Cordillera and Paraguari— the population included in the 1982 census was equal to or less than 
that included in the 1972 census, and barely exceeded that of the 1962 census (see table 16). 

This area is the so-called small farm zone from which thousands of peasants have emigrated in 
recent decades to colonize the agricultural frontier in the periphery of the eastern region. In addition 
to the agrarian policy and the extension of the infrastructure, the process of deconcentration of the 
population in the eastern region has been influenced by the Itaipu construction and the heavy 
immigration of colonists from Brazil and other countries, who have also preferred to settle in the 


easternmost departments. 
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3. The external sector 


a) Introduction 


According to preliminary data from the Central Bank, export performance, which had been 
negative, changed spectacularly, despite the fact that on the average export prices declined. However, 
official statistics also show that the balances of all the main external sector accounts deteriorated toa 
greater or lesser extent, and that, with the exception of the capital account, all showed negative 
balances for the first time since 1969. In 1982 there was an expansion of more than 26% in the 
volume of exports of non-factor goods and services, after a 10% decrease the year before and a 
stagnation in 1980. On the other hand, both the unit value of external sales and the net inflow of 
capital decreased, while the average price of imports of goods and services rose. As a result, and for 
the first time in three years, total import capacity increased, although in a proportion (14%) much 
lower than that of the volume of exports, and slightly exceeded that recorded in 1979. 

However, since the volume of imports of goods and services grew at a considerably higher rate 
(20%), the proportion of the current account deficit in the gross domestic product rose once more, 
from 5.7% to 8.1%, and the first deficit in the global balance of payments in 13 years occurred. Gross 
international reserves, therefore, also declined for the first time since 1969, and in months of imports 
of goods and services, decreased from 10 to 7 between 1981 and 1982. On the other hand, the gross 
disbursed external debt increased more than 25% in real terms, causing the net disbursed external 
debt to more than double. Nevertheless, its proportion of the product continued to be relatively low, 
and even lower than that of four years before (see table 17). 

The inconsistency between the behaviour of external trade and that of other macroeconomic 
variables, such as the production of the main export products and domestic expenditures, may be 
attributed principally to the probable effects of the exchange measures and movements and the 
changes in tax law on that portion of external trade which is registered, since other relevant factors, 
such as the negative evolution of external prices, the decline in the rate of activity of the binational 
entities and the difficulties being met by the regional markets, adversely affected the country’s 
external trade. 

In 1982 the effective real official exchange rate of imports considered as having priority, which 
amounted to approximately 50% of the value of regular imports, decreased by 9.6%, while that of 
non-priority imports rose by less than 3%. In contrast, the effective real exchange rate in the parallel 
market increased by 29.5%. Obviously such exchange movements not only represented a strong 
encouragement to the shift of non-registered imports towards official channels, but also fostered 
advance external sales in anticipation of higher rises in the exchange rate. 

In the case of exports, however, the relationship is not so clear. Since supply of exportable 
—and exported— products approximately doubled registered exports, a rapid and favourable 
response might have been expected from the significant increase experienced by the effective official 
exchange rate in nominal and real terms, especially in view of the fact that the official exchange rate 
had been fixed for so many years. However, the rise of the exchange rate in the parallel market was on 
the average much more marked, which appears to have encouraged the marketing of products outside 
of legal channels. An examination of the situation by quarters indicates that all of the growth of 
regular exports of goods registered in 1982 occurred in the second and third quarters, when the 
official exchange rate attained its highest levels of the year, both in effective nominal and real terms. 
And when in the fourth quarter, the parallel exchange rate reached its highest level, both in absolute 
terms and in relation to the official exchange rate, the exports recorded were barely 38% of the 
amount for the last quarter of the year before. Finally, it should be noted that to a large extent the 
growth in value and volume of external sales in 1982 was due to the performance of services, fostered 
by an official exchange rate that was closer to that of the parallel market —and even the same as the 
latter for four months— and visibly higher than in 1981 (see tables 18 and 19). 32 

In any case, it is virtually certain that both total exports and total imports of goods and services, 
registered and non-registered, declined in 1982, as a result of sharp drops in production of the main 
export products, and of a reduction in domestic expenditure, and especially domestic investment. 


32 The exchange alterations and movements which occurred in 1982 will be examined in detail later on. 
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pi Table 17 
PARAGUAY: MAIN EXTERNAL SECTOR INDICATORS 


1975 1976 1977 1978 1979 1980 1981 


os 1970 = 100° 
Volume of exports of goods 
_ and services 117.8 127.9 159.6 188.0 201.5 2046 1843 233.0 
_ Purchasing power of exports of goods ; 
and services 1244 1403" 210.5". 2269 229.2" 216.3 207.8. 2479 
_ Net factor payments to rest of sears 
world’ — £225) 2299.02 BO0.4>) 135.7 SA* TET #7) 88.2 
Purchasing power of net imports 
_ of capital : 230.7 240.6 333.4 5599 600.3 6003 5586 540.7 
_-Total import capacity 141.8 1546 205.2 279.8 313.6 311.0 276.0 315.0 
Volume of imports of goods 
and services _ 143.5 1549 211.7 250.1 296.1 292.1 325.6 392.0 
Gross international reserves 
_ Index : 328.4 465.6 736.8 1 194.6 1 385.6 1 484.6 1 506.3 1 260.8 
In months of imports’ AP ASGSAA T4500102 -TAUOALIOD 89.9, 69 
Gross disbursed external debt 109.0 154.8 163.9 2047 191.6 192.9 203.9 255.5 
GDP = 100° 
Volume of exports of goods and 
services” 8.7 a5 97. 10.3 =10.0 9.1 7.6 9.8 
Terms-of-trade effect 0.5 0.9 S| 2.1 1.4 0.5 1.0 0.6 
Net factor payments to rest 
of world 1.0 0.8 0.6 0.8 -0.2 0.1 -0.5 0.4 
Purchasing power of net imports 
on capital account 4.7 4.6 5.6 8.5 8.2 7A 6.4 6.3 
Total import capacity 123°°126 148 18.1 18.4 16.4 13.4 15.6 
Volume of imports of goods and 
services” Heth? 242 41545 ° 16280143 14/, 182 
Trade balance” Gus-28 645 FEAR 26265 5.2 ° 272-88 
Current account balance 3.5 5-29 -19 -3.4 -4.7 -4.8 -5.7 -8.1 
Global balance of payments L2 Li? 3:7 Bp 3.6 2.6 0.7 -1.9 
Gross international reserves 4.7 6.3 8.8 1Z9 13.5 13.0 Zt 10.4 
_ Gross disbursed external debt B.7200182 17:0 19.2 16.2 14.7 14.3 18.3 


Source: ECLA, on the basis of official data. 

*Preliminary figures. 

1970 prices. 

“Non-factor. 

“Including private non-compensatory transfer payments. 

“Credit balances. 

SGross international reserves and imports of goods and services for each year. 
£ At market prices in 1970 dollars; at the parity exchange rate. 

"Excluding the terms-of-trade effect. 


In capital movements, the exchange variations in 1982 strongly encouraged the drain of private 
capital and substantially reduced domestic demand for external loans. The decline of the rate of 
activity at Itaipd and the postponement of the main construction works at Yacyreta also had obvious 
effects. And, as happened the year before, the marked exchange movements in neighbouring 
countries had both direct and indirect effects on net inflow of capital. On the other hand, in contrast to 
the year before, international interest rates decreased markedly, while at the same time the instability 
of international exchange markets lessened. In addition, absorption by the public sector of already- 
contracted external loans increased substantially, although the difference, between loans contracted 
and loans disbursed again widened in 1982. 

In the face of the gradual but persistent declines in the external accounts in recent years, in the 
second half of 1981 the authorities began to take some compensatory measures, such as reduction of 
export taxes for certain minor products and increase of the official interest rates. However, in view of 


the further deterioration of the external sector, especially of the current account, in early 1982 it was 
decided to apply policies of broader scope. 
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In the area of exchange policy, the official exchange rate was altered for the first time sir 
1960.33 In early February rai new official exchange rates were aS Es some oa 
products, which as a group amounted to around 87% of the total value of SO-Ca od regulst €xPOE SS 
goods.*4 For all the products promoted, except meat products, a simple average orate t 
exchange rate of 126 guaranies per dollar and the parallel market rate was applied, and for meat 
products an exchange rate equivalent to the parallel market rate was applied. Not only bie 
these two new exchange rates higher than the other, but they also could fluctuate. In Februa 
the former —henceforth referred to as the special rate for exports— averaged 142 guara ves | 
per dollar, while the latter was 158, which represented increases of 13% and 25.4%, respectively, i 
over the 126 guaranies per dollar rate (see table 18). he a 

One week after the new official exchange rates for the benefit of the main exports were created, 
a new official exchange rate was also established for imports of articles as diverse as milk and mi k 
products, and automobiles, among others. In any case, as a whole the value of the products affected 


Table 18 | 
PARAGUAY: OFFICIAL AND PARALLEL EXCHANGE RATES 


Guaranies per dollar Index (1980 = 100) . 

1982 1982 . | 

1981 d 1981 — | 

Oriel Para? = Se Leas Para- | 

Of- Para- llel Of-  Para- E Tea noni Nei 

ficial lel Bago’ we ficial Mel ae ye Po . | 
Helalyy. Nels Saws Streets GF Tie Sethe ee ee ee eee 
January 126 136.9 126 126 167.9 100.0 101.4 100.0 100.0 1244 
February 126 137.9 126% 142.0° 158.35 1267 158.3 158.3 100.0 102.1 100.0 112.7 125.6 100.0 125.6 117.3 
March 126 136.4 126 141.9 1578 126 157.8 157.8 100.0 101.0 100.0 112.6 125.2 100.0 125.2 1169 
April 126 136.1 126 143.3 160.5 126 160.5 160.5 100.0 100.8 100.0 113.7 127.4 100.0 1274 1189 
May 126 137.8 126 146.0 165.9 126 165.9 165.9 100.0 102.1 100.0 115.1 131.7 100.0 131.7 122.9 
June 126 141.0 126 153.1 180.2 126 180.2 180.2 100.0 104.4 100.0 121.5 143.0 100.0 143.0 133.5 
July 126 141.9  126/ 150.2 174.3" 126' 186.8’ 197.0 100.0 105.1 100.0 119.2 138.3 100.0 148.3 145.9 
August 126 145.2 126 143.0 160.0 126 160.0 230.5 100.0 107.6 100.0 113.5 127.0 100.0 127.0 1707 
September 126 162.9 126 143.0 160.0 126 160.0 2548 100.0 120.7 100.0 113.5 127.0 100.0 127.0 1887 
October 126 1644 126 143.0 160.0 126 160.0 287.1 100.0 121.8 100.0 113.5 127.0 100.0 127.0 2127 
November 126 170.7 126 143.0 160.0 126 160.0 262.9 100.0 126.4 100.0 113.5 127.0 100.0 127.0 194.7 
December 126 172.5 126 143.0 160.0 126 160.0 2386 100.0 127.8 100.0 113.5 127.0 100.0 127.0 1767 


at a IRD ied es ot ee 

Source: ECLA, on the basis of data from the Central Bank of Paraguay. 

“ Applies to all exports of goods not included in > or‘, and those of services and capital through March. From March onwards, applies to some 
minor exports of goods and to the external debt service and the transactions of the binational entities (Itaipt and Yacyreta). 

° Applies to cotton fibres and other semi-manufactured cotton products, soya seed, wood products, first and second class dry silk cocoons and tung 
oil in bulk and in drums. From March onwards, applies to all exports of goods with the exception of some minor ores. From June onwards 
applies to 17 other products, including several bore products and waste paper products. 

* Applies to exports of meat products. From March onwards, also applies to services and capital, with the exception of those indicated in*. From 

une onwards, also applies to exports of vegetables and fruits. 
Applies to all imports of goods, with the exception of various consumer goods. Also applies to imports of services and capital through March; 
subsequently, applies only to those of the binational entities. 

“Applies to imports of various consumer products. From March onwards also applies to imports of services and capital, with the exception of 
those of the binational entities, and to imports of other consumer goods. 

‘From 16 July onwards applies only to the transactions of the binational entities. 

*From 16 July onwards on exchange rate of 143 applies to all exports of goods, with the exception of meat products and vegetables and fruits. 

"From 16 July onwards applies to exports of meat products, vegetables and fruits; for those of services and capital on exchange rate of 160 
applies. 

‘From 16 July onwards applies only to wheat, petroleum and petroleum products, capital goods intended for the agricultural and industrial 
sectors, the external public debt service and the transactions of the binational entities. From 26 July onwards also applies to imports of 
intermediate goods intended. for the agricultural and industrial sectors. 

’From 16 July onwards applies to all imports of goods with the exception of those indicated in ‘and to all imports of services and capital, with the 
exception of those indicated in‘. 


* The parallel market was abolished as of 16 July. From that date onwards the quotations are therefore from the black market. 


33 However, in June 1975 the purchase and sale rates were unified at the value of 126 guaranies per dollar; the purchase rate had been 
123.6 guaranies per dollar since 1960. 


4Regular exports of goods exclude both non-registered exports and exports to the binational entities. 
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Table 19 


PARAGUAY: EVOLUTION OF INDEXES OF THE EFFECTIVE REA 
EXCHANGE RATE OF EXPORTS AND IMPORTS x 


(1980 = 100) 


Imports 
r 3 vs ? 3° 

hd 92.6 110.1 99.0 87.6 108 

1976 99.0 107.6 102.2 96.3 pity: ‘i 

71977 97.5 105.0 100.2 93.6 109.2 101.1 

1978 102.2 112.0 105.8 94.3 115.0 104.2 

eoT9 95.0 97.6 95.9 89.3 98.9 93.9 

_ 1980 100.0 100.0 100.0 100.0 100.0 100.0 

1981 80.0 97,3 86.3 89.0 105.0 96.6 
January 96.2 102.7 98.6 104.7 tit 107.8 

_ February 87.2 94.7 90.0 97.0 105.2 100.9 
March 88.5 94.4 90.6 98.2 106.3 102.1 
April 89.2 97.6 92:5 99.5 107.6 103.3 
May 82.9 92.5 86.4 93.9 104.0 98.7 
June 78.0 92.4 83.3 88.2 101.0 94.3 

_ July 81.9 98.8 88.1 92.7 107.9 100.0 

~ August 78.6 98.6 86.0 89.1 106.8 HID) 

* September 76.6 106.5 87.6 85.4 112.9 98.6 
October 70.1 7:2 80.1 TAN 102.1 89.0 
November 64.4 93.7 15,2 69.5 96.9 82.5 
December 70.6 100.1 81.4 75.8 104.1 89.3 

1982 73.0 124.5 90.8 80.5 136.0 107.0 

_ January 68.0 DL Wies 2 98.7 85.4 
February 68.2 87.8 75.4 74.5 95.1 84.4 
March rg 92.8 79.1 77.6 100.0 88.3 
April 73.0 98.7 82.4 79.8 105.3 91.9 
May 76.7 104.2 86.8 83.1 AG O75 
June 74.1 110.8 87.6 82.1 123.2 101.7 
July WA ey 89.5 77.6 129.0 99.4 
August 79.2 (100.4) 15322 106.3 (119.8) 87.1 (110.6) 166.8 107:15@193) 
September 78.0 (99.1) 167.5 110.9 (124.2) 85.6 (108.8) 180.4 130.9 (143.0) 
October 2O7 ADT .2) 186.7 117.1 (130.3) 84.0 (106.8) 19922 138.9 (150.9) 
November 70> Aoo-)) ro 103.3 (115.4) 77.2 (98.0) 170.7 121.8 (132.7) 
December 69.1 (87.6) 144.7 96.8 (108.6) 74.5 (94.6) 149.0 110.1 (120.6) 


hatte li ii cnc enn nn SESE 
Source: ECLA, on the basis of data from the Central Bank of Paraguay and the International Monetary Fund. International 
Financial Statistics, various issues. 

“These indexes are obtained by adding together the real exchange rate indexes with respect to each country weighted according 
to the geographic breakdown of the exports or imports, considering the main-registered trade flows of Paraguay. These 
indexes were calculated on the basis of the official exchange rate of 126 guaranies per dollar for the entire period. From 
August through October 1982 the official bank rate of 160 guaranies per dollar was added (figures in parentheses). For more 
details on the methodology used see the Statistical Appendix of the Economic Survey of Latin America, 1981. 

> These indexes correspond to a weighted average of the exchange rate indexes for Paraguay with respect to Argentina, Brazil, 
the United States, Japan, the Federal Republic of Germany, Italy and France, according to the relative participation of the 
non-registered trade flows between Paraguay and these countries. In calculating these indexes the floating free market 
exchange rate was used. 

°This corresponds to a weighted average of columns 1 and 2, according to the effective participation of Paraguay’s main 
trading partners in its exports and imports (registered and non-registered ). 


represented a reduced porportion of the total value of regular imports of goods. *° This exchange rate 
— henceforth referred to as the special rate for imports— was equal to the parallel market rate and, 
therefore, could also fluctuate. At the same time, imports of the products affected were freed from the 


prior deposit, which at that time varied between 8% and 32% of their value. 
The following month the number of products 


substantially, both for imports and exports. As a resu 
special rate for imports nearly attained the total value 


35 Regular imports of goods exclude non-registered imports, the imports of the binational entities and im 


and to official unilateral transfers, as well as those connected with direct foreign investments. 


affected by the special rate was expanded 
It, the value of the products governed by the 
of regular sales of goods abroad. However, a 


ports linked to external loans 
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still high proportion of the total value of imports corresponded to products ee to Pe 
126 guaranies per dollar rate. In addition, an exchange rate that would also equal that of e parallel 
market was established for services and capital, with the exception of the external debt service and 
transactions by the binational entities (Itaipu and Yacyreta). int Set See 

In mid-April, the Central Bank began to intervene, it would appear for the first time, in the 
parallel market, for the purpose of lessening the fluctuations of the free exchange rate. — i: 

At the beginning of May the special rate for imports was temporarily suspended. At the end of ! 
that month, a new exchange rate was established for exports of fruits and vegetables, which would b oT} 
equal to that of the parallel market, and the special exchange rate for exports was extended to | 
17 other products. | 

In mid-July the régime introduced in February was discarded completely and replaced by one of 
multiple, but fixed, exchange rates. The parallel market, which had existed legally for two decades, Ti 
was also eliminated. At the time when the new exchange régime was created, the special rate for al 
exports was approximately 155 guaranies per dollar, while the special rate for imports and for 
exports of meat products was around 180 guaranies. The former had risen, therefore, more than 9% ; 
since February and exceeded the 126 guaranies rate by 23%; the latter had increased by 14% since 
February and exceeded the 126 guaranies rate by nearly 43%. ‘ 

The new exchange régime set a fixed rate of 143 guaranies per dollar for all export products — 
with the exception of meats, fruits and vegetables, for which a rate of 160 guaranies was set. Thenew | 
143 guaranies rate was actually made up ofa simple average of the 126 guaranies rate and a new fixed 
rate of 160 guaranies. Fifty per cent of the foreign currency liquidated at 126 guaranies in the 
authorized commercial banks had to be transferred to the Central Bank. In addition, foreign currency 
from exports had to enter the country within a period not exceeding 120 days from the issuance of the 
bill of shipment. 

Under the new provisions, imports of petroleum and petroleum products, wheat, agricultural 
machinery and implements, and industrial. machinery would continue to be carried out at the 
126 guaranies per dollar rate; these operations would be taken care of directly by the Central Bank. 
For the rest of the imports, an exchange rate of 160 guaranies would prevail, according to 
Circular 65/82, which communicated the new exchange measures to the public. However, in the 
annexes to the circular, which contained the detailed lists of the products subject to each exchange 
rate, not many import products appeared, and the possibility was therefore left open that external 
purchases of these products, among which were durable consumer goods and intermediate goods, 
would have to be financed with so-called own dollars; that is, through the non-official market. 

For all services except interest payments on the public sector external debt, the 160 guaranies 
per dollar rate would apply. The 160 guaranies rate would also govern imports and exports of capital. 
Finally, purchases of guaranies made by the binational entities of Itaipa and Yacyreta would continue 
to be subject to the 126 guaranies rate, whatever the purpose of the transaction (see table 18). 

The new rate of 143 guaranies represented an 8% reduction with respect to the special rate 
governing exports, while the 160 guaranies rate ment a reduction of more than 11% with regard to 
the special rate for imports, which had been in force when the new measures were enacted. However, 
it should be noted that for several imported products, as well as for factor services and capital 
movements, except in the cases already noted, the new régime established a rise in the exchange rate 
from 126 to 160 guaranies, and left open the possibility that imports of another series of goods would 
have to be carried out at the black market exchange rate and with currency from that market. 
Immediately following the distribution of Circular 65/82, that market became virtually paralysed, 
since its few transactions were being carried out at values fluctuating between 200 and 210 guaranies, 
tee. represented an average rise of 14% over the price on the last day of operation of the parallel 
market. 

On 22 July, the Central Bank published, in its Circular 74/82, a new list of imports which would 
be carried out at the 160 guaranies per dollar rate. A large part of the list comprised intermediary 
products which had formerly been governed by the 126 guaranies rate. However, on 26 July the 
Central Bank distributed Circular 78/82, in which the exchange rate for intermediary products was 
once again set at 126 guaranies, and Circular 74/82 was therefore superseded. *° 


at 36 With these latest changes, approximately 50% of imports could be carried out at the preferential exchange rate of 126 guaranies per 
ollar. 
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During: the second half of July and early August, another series of regulations governing 
= operations were enacted. With the publication of Circular 70/82, the Central Bank 
unicated its decision to compel exchange bureaux to seek authorization from it in order to 
er foreign currency abroad. At that time it also provided that exchange bureaux could charge a 
nission of up to 2% of the value of the sale of the currency. Through its Circular 72/82, the 
tral Bank ordered that all sales of foreign currency carried out by the authorized banks for service 
ents would have to be verified in advance by the Central Bank Exchange Commission. Through 
Circular 73/82, the Bank ordered that all sales of foreign currency made by the authorized banks for 
yment of imports of goods should also be verified in advance by the Exchange Commission. 
culars 75/82 and 76/82 announced the establishment of an Imports Register and an Exports 
Register in the Exchange Department of the Central Bank, with which importers and exporters had 
_ to register for the purpose of obtaining authorization to carry out exchange operations. On 1 August, 
_the Central Bank ordered that from 1 September onwards, imports with irrevocable credit and 
_ demand collection would be suspended. From that date onwards, the minimum time period for the 
payment of purchases abroad would be 120 days from the date of delivery of the shipping 
documentation for the customs despatch. Finally, on 4 August six exchange bureaux were closed in 
_ order to increase control over the exchange market, according to the Central Bank’s explanation. 
Although no new exchange rates were explicitly introduced for the rest of the year, in actual fact 
‘not all of the foreign currency necessary to attend to the demand existing at the 160 guaranies rate 
_ was supplied, for which reason there were additional delays in the fulfilling of some external 
» obligations, and at the same time new pressures were created on the black market exchange rate. 
_ Those pressures were added to those already being caused by the successive and large currency 
-devaluations in the neighbouring countries. 
During the first five months of the year, the exchange rate in the parallel market was relatively 
stable and averaged 162 guaranies per dollar. However, in June the average rose to 180 guaranies, and 
“in July to 197 guaranies. Immediately following the exchange measures of 16 July, the black market 
exchange rate began to exceed 200 guaranies, and attained an average of 231 guaranies in August, 
guaranies in September and 287 guaranies in October. Subsequently, however, it declined to 


averages of 263 and 238 guaranies in the months of November and December, respectively. In 
comparison with the averages for the four quarters of 1981, those of 1982 represented rises of 17.7%, 
22%, 51.6% and 55%. 

; As a result of the changes introduced during the year, the official exchange rate applicable to 
exports, with the exception of some minor products, showed averages for the four quarters of 1982 
which were 8.4%, 17%, 16.5% and 13.5% higher than the corresponding rates for the quarters of 
1981. For its part, the official exchange rate which applied to non-priority imports and the majority of 
services and capital movements, showed averages which were 17%, 34%, 34% and 27% higher in 
the respective quarters of 1982 than in 1981 (see table 18). 

In real and effective terms, the exchange rate in the parallel market evolved in the following 
way during the respective quarters of 1981 and 1982: -5.3%, 12%, 46% and 67.3%. The official rate 
for exports varied -15.2%, 9.1%, 17.5% and 5.3%, respectively, between the same periods, while 
the official rate for non-priority imports varied -9.7%, 25.7%, 18% and 32%, respectively, 
between those periods. Finally, the effective real exchange rate for priority imports varied 
23.4%, -9.7%, -3.9% and 4%, respectively, during the periods in question (see table 19). 

In addition to the changes in the exchange policy described above, in 1982 a set of tax, monetary 
and other measures were adopted which affected the external sector. 

For some products the exchange rate was adjusted not only directly, but also indirectly, through 
the reduction of the price valuation for some and the lowering of duties for others. In April the 
valuation prices for soya and cotton were lowered considerably, >” while in June fruits and vegetables 
were freed from all of the various export duty rates. ** The following month the same privilege was 
extended to maize. In August, the exportation of a large sugar consignment was also freed from all 
duties, but this was an exceptional measure applied only for the benefit of that transaction. 


37 The valuation price determines the amount of foreign currency which an exporter is legally obliged to deliver at the official exchange 


rate per unit sold abroad, and the amount of taxes which he must pay. 
38The fruits and vegetables benefited were: fresh and refrigerated tomatoes, fresh and refrigerated peppers, gourds, squash, sweet 


nes, lemons, grapefruits and strawberries. 


potatoes, bananas, pineapples, avocados, oranges, tanger 
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imports of non-factor services grew by 86% and 77%, respectively (see table vssidinnepeaae’ a 
follows that of the “other regular services” category. <The SOUNECES identified, such as transp ort 
insurance and tourism, decreased in 1982, both on the export and import sides. With respect to fact OF 
services, mention may be made of the very considerable growth in payments of profits —after a | 
considerable decrease the year before— and interest, and the marked decrease in the income from 
wages of the Paraguayan workers who are working at Itaip. and Yacyreta (who appear as other fact 
services in the balance of payments) (see table 24). — 
iv) The terms of trade. In 1982 the terms of trade deteriorated considerably. For goods . 
decreased by nearly 16%, while for goods and non-factor services it declined by 5.7%. Although the 
prices of imports of goods increased only slightly, the unit value of exports of goods decreased by | 

12.7%. With the decline experienced in 1982, the terms of trade worsened in four of the last five years 
and fell to their lowest level since the beginning of the 1970s, when Paraguay’s economic boom begall 
(see table 23). 4 
I 
c) The current account position | 
In 1982 the longstanding negative balance of thé current account increased sharply. It rose from | 

US$ 378 million to US$ 534 million, amounts equivalent to 5.7% and 8.1% of the gross domestic 
product. This expansion was distributed in approximately similar proportions among the — 
merchandise account, whose deficit rose from US$ 374 million to US$ 416 million; that of non- | 

factor services, whose negative balance increased from US$ 38 million to US$ 92 million, and that of 


Table 21 


PARAGUAY: EVOLUTION OF EXTERNAL PRICES OF 
MAIN EXPORT PRODUCTS 


(1970 = 100) 


Soya beans* Soya bean oil* Cotton? Timber® 


Nominal Real” Nominal Real’ Nominal Real’ Nominal Real’ 


1972 119.0 103.6 84.3 Yieis) 122.1 106.3 127.6 110.5 
1973 2a9aT 196.2 152.4 124.7 161.0 131.8 201.8 165.1 
1974 228.9 117.0 290.9 148.6 215.6 110.2 237.0 121.1 
1975 181.8 85.4 196.9 OPS: 182.3 85.7 207.9 oT 
1976 190.9 88.0 153.1 70.6 258.3 119.0 219.8 101.3 
1977 231.4 98.0 201.0 85.1 240.8 101.9 265.7 112.4 
1978 2209) 85.3 21272 81.7 po ee 91.6 303.1 116.8 
1979 244.3 78.7 231.4 745 2523 81.2 388.8 125.8 
1980 244.6 64.2 209.1 54.9 307.0 80.6 443.7 116.5 
1981 238.0 63.2 VAL 47.1 279.0 74.1 403.5 107.1 
I 219 67.6 186.0 48.8 314.7 82.6 438.3 jigs). 

II Dlte3) 66.8 181.2 48.1 290.4 WA 399.6 106.1 
Il Pail 62.9 177.3 48.2 27132 ESET, 3789) 102.9 
IV Zz9 56.2 164.5 43.4 241.6 63.8 397.6 105.0 
1982 202.5 56.0 156.3 43.2 237.3 65.6 385.9 107.0 
I 22a Die) 158.6 © 42.8 234.3 63.3 400.3 108.1 

II 217.1 DON, 170.9 47.0 247.9 68.1 394.0 108.3 

Il 192.6 a9 154.1 43.1 246.8 69.1 380.8 106.5 
IV 186.5 525 142.0 40.0 223.7 63.0 368.7 103.8 


a rr rr 

Source: ECLA, on the basis of UNCTAD, Monthly Commodity Price Bulletin, (various issues) and International Monetary 
Fund, International Financial Yearbook, various issues. 

“United States, yellow, CIF, Rotterdam. 

’The nominal prices were deflated by world export prices. 

“All origins, raw oil, FOB plant, Netherlands. 

“Mexican middling grade, CIF Northern Europe. 

“Tropical, wholesale price United Kingdom. 


“See Central Bank of Paraguay, Balanza de pagos (Primer semestre, 1982), Asuncién, Paraguay. 
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PARAGUAY 
Be? "9 Table 22 
PARAGUAY: IMPORTS OF GOODS, FOB 


ii Percentage 
Millions of dollars _ breakdown 


1979" "1980" "1981 "1982" 1972" “1982 “1979-1980 el 1982 


Growth rates 


438 517 506 581 100.0 100.0 37.8 181 -2.1 149 
130 147 151 153 - -32,8 26.3 ~,204.7 154 2.7 1.3 
102 112 116 113. -263. 194. 45.29 10.0 34 -24 


oodstuffs 20 24 33 24 8.0 4. 382 )) 20.) 5° 5).4e AG) 
Beverages and tobacco 42 40 a7 38 8.8 6.6 A549 RIG" 6.2 2.6 
Other 40 48 46 49 9.8 SA» 2510" ©2005" XS 6.4 


5 28 35 35 40 6.3 6:9 et: 25 tga 0 iW igeeeeN 3 


Automobiles 17 18 17 12 2.4 PL 54.5 10.0 -8.2 9 -25.7 
__ Electric appliances 11 16 18 28 59 47- , -30. * 50.0 (12 fay d30 
Intermediate goods 135 173 163 4222) , 2084. 381, 504 — 28.0 —ye-5.3 yy 39 
© Fuels and lubricants 88 130 96 154 85-265) 464. y 48.0. 2-77. 0a, 63.4 
S Other 47 43 69 7 eS Se sea 90 59.8 -1.9 
Capital goods 149 169%= 175 54°70 26.56 "254 15.8 2m lara ee) 
_ Machinery, equipment 
* and motors 80 80 108 105 22.4 1.16) 48a y rolls -2.2 
Transport elements 
and accessories* 53 yb) 49 35 104 6.0 66 424 -35.0 -27.8 
_. Other’ Ngee ge A a 2 57 et cael 
“Unclassified 25 29 31 38 9.1 657,434 a l.2 ej ale 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay. 
“Only includes imports which appear in the exchange record, plus imports with deferred payments and those carried out with 
long-term external loans. 
Includes final paper products, pharmaceutical and chemical products, and textiles and textile manufactures. 
“Includes jeeps and rural vans. 
41ncludes intermediate paper products, iron and iron manufactures (with the exception of hardware), ordinary metals and 
their manufactures, stones, earth and earth manufactures, cement and asphalt. 
- *Excludes automobiles, jeeps and rural vans. 
; Fincludes agricultural elements and accessories, hardware and cattle. 


factor services, which decreased from a surplus of US$ 34 million in 1981 to a deficit of 
US$ 28 million in 1982. The decline in the merchandise balance was, therefore, relatively slight, 
while those of the service accounts were marked (see table 24). 

These results were influenced to a large, if not overwhelming extent by the decrease in 
purchases of goods and services from Paraguay by the Itaipt and Yacyreta binational entities. 44 Those 
purchases decreased by one third between 1981 and 1982, after having increased substantially and 
systematically between 1974 and 1981, and this was responsible for 44% of the expansion of the 
current account deficit (see table 25). The reduction of purchases by the Itaipu binational entity had 
been expected, but not the decrease of purchases by Yacyreta. If the purchases had increased at the 
rate of the preceding year and other conditions had remained equal, the current account deficit would 
have been around US$ 486 million, instead of the US$ 536 million it attained. 


d) The capital account and the global balance of payments 


In 1982 the traditional capital account surplus again decreased slightly, which, together with the 
considerable expansion of the current account deficit, brought about a deficit in the global balance of 
payments for the first time since 1969. The deficit amounted to US$ 123 million and was equivalent 


44]t should be noted that in the Central Bank statistics on the balance of payments, 507% of the purchases of goods and services by the 
binational entities of Paraguay are accounted for as exports of goods and services and the other 50% are accounted for as inflow of capital. The 
compensations paid by the entities to residents of Paraguay, as well as 50% of the direct investments which they make in the country, appear as 
inflow of capital. These investments exclude those connected with the construction and operation of the hydroelectric power stations. The effects 
of the purchases by the binational entities outside of Paraguay on the accounts, and those of the capital flows which finance them, are not taken 
into consideration by the Centra! Bank. The accounting system on which table 24, on the balance of payments, is based, is the one used by the 


Central Bank. 
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to 2% of the gross domestic product. The resulting loss of international reserves was reflected in the 
decrease of the existence of money and the rise in interest rates and the exchange rate. 

The lower net inflow of capital which occurred in 1982 was decisively influenced by the 
reduction of capital movements by the binational entities. Entry of capital generated by Itaipu was 
17.5% less and that generated by Yacyreta 44% less in 1982 than 1981.On the other hand, net inflow 
of capital in the rest of the economy increased substantially after having decreased in the two 
preceding years, due exclusively to the considerable growth of disbursements of medium- and long- 
term external loans contracted by the public sector. 

The transition from a position of surplus to deficit in the global balance of payments after 
twelve years of credit balances, is also attributable mainly to the decrease in expenditures by the 
binational entities. The combined reduction of US$ 131 million in purchases of goods and services 
and inflow of capital by Itaipt and Yacyreta exceeded the amount of the deficit and represented nearly 

-79% of the change in the global balance between 1981 and 1982. If the transactions relating to 
Yacyret4 had increased in the same proportion as the year before and other conditions had remained 
the same, the global deficit would have been on the order of US$ 33 million instead of the 
US$ 123 million it attained. 


e) The external debt 


As it had done the year before, in 1982 the gross contracted external debt increased 
substantially, rising from US$ 1 641 million to US$ 1 939 million; in 1981 it had also increased by 
US$ 300 million (see table 26). For its part, the gross disbursed external debt grew much more than 


Table 23 


PARAGUAY: VALUE AND VOLUME OF EXPORTS AND 
IMPORTS OF GOODS AND SERVICES‘ 


(Growth rates) 


1975 1976 1977 1978 1979 1980 1981 1982? 
Exports of goods 


Value 8.5 7: Ome cGh.8 8.8 8.0 4.1 -0.4 -1.2 

Volume 8.3 TO 19.4 Hell OS ase= 100 1332 

Unit value 0.2 -0.3,, ..-348 -8.9 6.8 3.8 10.6 -12.7 
Exports of services 

Value 0.2 16.7 58.0 243 649 28.3 1.4 429 

Volume -6.1 11.7 44.7 12.4 295 By -9.7 62.9 

Unit value 6.8 4.5 o2 10.6 275 2201 12.4 6.2 
Exports of goods and services 

Value 72 8O.94 Gl 11.4 18.2 LO? 0.1 20.8 

Volume 5 8.6 248 ay WG) ¥ =) 26.5 

Unit value NBS, 0.3 29.2 5.5 10.3 8.5 Lid -4.5 
Imports of goods 

Value 14.6 4.0 32.3 20.0 33.6 17.0 14.4 4.8 

Volume 1.4 10.3 42.7 16.7 112 -1.3 10.8 sD 

Unit value el -5.7 6.7 2.8 20.1 18.5 3.2 3.3 
Imports of services 

Value 215 pe 24.7 52.05 — Ole 8.1 23.4 86.1 

Volume 10.2 0.1 i529 24.3 47.6 -1.8 1 Leh 

Unit value 10.1 Dal 8.0 6.6 02 10.0 8.7 5.0 
Imports of goods and services 

Value 9) 4.2 46.9 22.1 38.6 15 16.2 219 

Volume 3S tse. 36.7 18.2 18.4 -1.4 Wes, 20.4 

Unit value 122 -3.4 TS 33 17.0 16.7 4.2 1 
Terms of trade -10.9 4.3 2603 gil 1 Ae ee LOM 11:3 6.1  -15.8 


Terms of trade (goods and 


services) -9.2 3.8 20.2 -8.5 -5.7 -7.0 6.6 = ed) 
Purchasing power of exports of 


goods and services -4.4 12.7 50.0 7.8 1.0 -5.6 -3.9 19.3 
: ; 


Source: ECLA, on the basis of official data. 
“Non-factor. 
Preliminary figures. 
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Te Oe 
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— 79 M27 42198 S227 9236'360 
a ats 328 458 55 F589 72 = 
d insurance BRE oes 15S g7O= 370° 314 44 


a SUATI BATT IVAS * Bote in tite Wiatar Lee Pian was 

SS dln ene OA AT ay nn tak aires ae ee ak, 
Profit - | : hs sha) 4 elias: age Met adel Mien i | 
Interest received Aah et 3 oe 26 S89 SRDS 1B es 7 102 
= in D100 10 168 2-23 26 7-37-7255 BL “OO 129 
; — — ¥ , : 4 


terest paid 
oe 


a TS - - ‘5 16- -36- 33 48-— 60--- 46 
_ Unrequited private transfer payments 3 2 5 PS 1 1 1 3 3 2 a 
- Balance on capital account 17 44 85 114 114 171 296 372 434 421 413 
_ Unrequited official transfer payments 4 3 2, ile 3 - Dab se 2 3 - 
Long-term capital <7; Sens» 35. Siac l bee. 8) 167 196 “192-168 - 
_ Direct investment 3 Sc ol ope e222 20) 30 2 38 - 
_ Portfolio investment - - - - - - - = = : - 
Other long-term capital 7: noe 2 2. be 120 «(G4 147" 85100 5129 - 
Official sector 3 a) edi ae 30sp 0). 56 4-105, 85 ga - 
Loans disbursed 6 FT TRS Fase AOE BS Ohio Zit WBi 08 - 
Amortization payments Bios Abe eck = stds AdoreSiige @ wohl ae lg en) - 
Commercial banks - - - of -2 - - 3 ay - 
Loans disbursed - - = = ls 3 4 6 g) i - 
Amortization payments - - - 6 -5 7 a wee ee) - 
Other sectors” E5ONRES G2 BIOS 25.53% COTTE 2S eee - 
Loans disbursed Whe petdae Glee Hbles 102-ced5 55 AIS ed 3c esse = 
Amortization payments 6) 988 6-15. aldo 15 2@:-22,). 228, rod «200 .ge0l - 
Short-term capital (net) eis 33- cits, b slG 10S 225 eo7Gl — 205 - 
Official sector 1 2 as =I 3 fg 8: cpp #5 - 
- Commercial banks -2 1 =99F 2-3) 12 4 Cie THO eR 4 eS - 
Other sectors Ah tele 94425" ah Tet 990 pI2Y218 tazih 6264 = 
Errors and omissions As pin cO oa 4 4 0 a DOmge BF 9 720, 213 - 
Global balance“ pee tea iO, 42, 112, 178 162 1 eae 
Total variation in reserves 
(- sign indicates an increase) WOesIG 30 a SB eTI2 179-165 2153: 43 125 
Monetary gold - - : ; 5 eid eet s : ‘4 
Special Drawing Rights 2 -l . - - Bete Lis oe Ae aa Sot ae? 
IMF reserve position Siegen eth : ae ee a ae eee 
Foreign exchange assets ea 3) 28 ae 109-180 fot a0 
Other assets - - - : ar 2 ic > = 2 


Use made of IMF credit = 3 % 2 : = : B 2 s ¥ 


aT Aan thn De 
Source: For 1972-1981: International Monetary Fund, Balance of Payments Yearbook; For 1982: ECLA, on the basis of 
official data. 

“Preliminary figures. 

>Real services also include other official and private transactions, but not factor services. 

“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. / 

4The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 
variation in reserves of opposite sign and the global balance represents counterpart items: monetization or demonetization 
of gold, allocation or settlement of Special Drawing Rights, and variations due to revaluation. 
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in 1981, rising from US$ 949 million to US$ 1 204 million, after having increased by less than 
US$ 100 million in 1981. Therefore, the large difference between the debt disbursed and that 
contracted decreased slightly, arriving at an amount equivalent to 38% of the debt contracted, as 
against 42.2% of the amount of the preceding year. 

The net external debt experienced unprecedented growth during the year: it expanded in an 
amount exceeding by 40% the total accumulated balance at the end of 1981. However, at that time its 
amount was extremely low, less than that which existed in the mid-1970s and not much higher than 
that prevailing at the beginning’of the 1970s. With respect to the external debt service, there was also 
a considerable expansion of the gross service in 1982, due entirely to the increase in interest 
payments, while net service also increased markedly. ° 

The abnormal growth of the net external debt in 1982 was to a large extent a reflection of the 
relatively substantial reduction in net external assets. As in previous years, the expansion of the 
contracted and disbursed gross external debt was a response to public sector policies in the area of 


— 


Table 25 


PARAGUAY: EFFECTS OF THE BINATIONAL ENTITIES ITAIPU 
AND YACYRETA ON THE BALANCE OF PAYMENTS’ 


(Millions of dollars) 
1974 1975: PAO 76 1977S A978 1979 1980 1981 1982” 


Current account 


Total 254i7) 22-8522, SiO 2a 1 Sul 21 Oe 2 55e) 377.7 "=33 oF 
Binational entities ‘ga 228 S84) J45, 12600, 147s 178.3 211.6 142.5 
Itaipa Ae ee Vige TIES ay ee Wb 121.0 138.5 99.2 
Yacyreta = ib} 2.4 3.1 TES 523 57.3 73 43.3 
Remainder -55.5 -108.0 -110.2 -133.7 -244.1 -358.0 -461.8  -589.3 -678.2 


Capital account 


Total 845 1139 1143, 1709° 2965, 372.0 434.0 421.2 412.8 
Binational entities 8 228° 38:4. 5 745531262 1489 216.8 237.1 IWSys) 
Itaipu S&S 285° 360 “Ji SStis Bao ats 159.2 131.4 
Yacyreta - he 2.4 3.1%5. 11-757) 93360) FL3 77.9 43.9 
Remainder 8397-2 Oil! 739 2-96.471703) 22381 2175 184.1 2 Sie 


Global balance 


Total ; fe 29.8 28.7 4D Se stile 8-4 A618 150.8 43.5 -122.9 
Binational entities 15. — 45:69) 679 2149 0652 3296-7 395.1 448.7 317.9 
Itaipu : eS 430) VO 4a 229.0 2314 266.5 297.7 230.7 
Yacyreta - 2.6 4.8 6.15 5 23.3, nO5 Sane 12eorae foe 87.2 
Remainder .28.3 -48.0 -106.5 -140.6 -73.9 -1349 -2443 -405.0 -440.8 


International reserves” 
Total 87.1 ATS OP 215752 1267.8» 4487 COS: 761.9 
tal is 5 267. . | 9 805.7 . 
Binational entities“ LS 47: 123.8. 272.81525.21 S821:8 We 16 Geel Goo Geel pee 
Itaipi 1,5 —-44.5-116.4-~-259-1—~488.1-~-719.5-— 986.0128 


Yacyreta - 2.6 TAP 135% S36.8e" 10251 230 
: ; 36. Pe SOL Fee ASRS 
Remainder 85.6 67.0 -39.5 -180.1 -254.0 -388.9 633.2 -1 0384 -1 4798 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay. 
Does not include imports of goods and services by the binational entities, which are imputable to the balance of payment 
with the exception of profits from investments by the binational entity Itaipt in Paraguay. Similarly, does not reece hy 
capital Bens sthicp finance those imports (which are also imputable to the balance of payments). Therefore, the Aan. 
Sa table is the same used for table 24, on the balance of payments, the original source of which is the Central 
Preliminary figures. 
Gross minus gold. 
Shows the accumulated effects on the balance of payments. 
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PARAGUAY 


PARAGUAY: INDICATORS OF EXTERNAL INDEBTEDNESS 
(Millions of dollars) 
1972 1973 21974 1975 1976 1977 1978 1979 1980 1981 1982 


; Gross external debt contracted* 307 366 443 562 628 732 952-1299 1323 1641 1939 


Public sector 294 338 395 494 556 643 842 1139 1152 1490 1 766 
Private sector 12> 27: - 48. - 6B >.734 89 109° 5100- C1y0 13bT 5A 
Gross external debt es 
disbursed 192 219 272 332 456 518 669 733 861 949 1204 
Public sector THE 195 05226) 2267-4 683944325620 S74 82691 798 1:05] 
Private sector 1 24 46 65 We 87 107 159 170. Si 173 
Net foreign assets -40 -23 Fa OR IG lI. oe, 400 5055.4 OG) GaaU 
Public sector -22 =f; 14a 30: wGe7 167 336 475 2613" 7640 7497 
Private sector® [Se 1Gr 9-7, 2 9 5 -4 5 20 27 Bia) 
Net external debt 232 242 265~ 304 379 .347 336 253 .229 (282 674 
Public sector 203. 202% 2124 23801317 265 225 99 78 158 534 
Private sector BG eraG) 5s ee Gs 82 TT 35 151 92a 
Gross external debt service 19 21 33 42 47 60° °° 79 SHA 160177" > 216 
Capital 9 11 17 24 24 34 42 58 79 87 87 
Interest 10 10 16 18 23 26 37 5) 81 90 129 
Net external debt service“ 18 19). “289 364 38). 48 «61 68 83 6S? F115 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay and the International Monetary Fund. 
*Medium- and long-term public and State-guaranteed private debt; end-year balances. 

> Foreign assets of Central Bank less short-term foreign liabilities of Central Bank and National Development Bank. 
“Foreign assets less short-term foreign liabilities of private commercial banks. 

“Interest and capital paid, less interest received. 


development and external financing projects. The private external debt remained at a rather low 
level; however, it grew in 1982 after having decreased the year before. For its part, the increase in the 
gross external debt service was largely a result of expansion of the debt since the average rate of 
earned interest only increased from 9.4% to 10.7%. 

In real terms the gross disbursed external debt expanded by 25.3% in 1982 if deflated according 
to the import price index, and 33% if the export price index is used. In any case, it was the sharpest 
growth since 1978. For its part, the net external debt more than doubled in 1982 (see table 27). In 
relation to the gross domestic product, the gross external debt rose from 17% to 23.6% between 1981 
and 1982, at the official exchange rate and at current prices, from 22.6% to 39.4% at the parallel 
exchange rate and at current prices, and from 14.3% to 18.3% at the parity exchange rate and at 
constant prices. For the net external debt the corresponding figures were 5% and 13.2%, 6.8% and 
22%, and 4.3% and 10.2%. As a proportion of the gross domestic product, the gross external debt, at 
the official or parity exchange rate, was even lower than the debts recorded towards the mid-1970s, 
since the net external debt, using the same exchange rates, was still substantially lower than those 
noted at the beginning of that decade. In contrast, at the parallel exchange rate, the gross disbursed 
external debt in relation to the gross domestic product reached its highest proportion, according to 
available statistics. However, at the parallel exchange rate, the net external debt, although it tripled 
the figure of the year before, still was lower in relation to the gross domestic product than it had been 
at the beginning of the 1970s, when the economic boom began. The percentage of the gross external 
debt service in the exports of non-factor goods and services barely increased between 1981 and 1982, 
going from 31.2% to 31.6%. The net service rose from 11.5% to 16.5%. ; ie 

Finally, it may be noted that in 1982 the policy continued of assigning the lion’s share of 
external financing to the sectors producing goods and basic services. During the year nearly 58% of 
the new external credits contracted were devoted to the goods-producing sectors. Among these, the 
agricultural sector received 25.5 % for the financing of several rural development projects, and non- 
residential construction received nearly 19%, the largest portion of which went to highway and road 
construction. Nine per cent was channelled to housing construction. The basic services producing 
sectors were assigned 32.4% of total new external credits; 14% went to transport and nearly 13% 
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was assigned to communications. In total, 90% of the external financing contracted in 1982 was 
directed towards the goods and basic services producing sectors. Among the non-basic services 
sectors, education received 6.5% of total new external credits (see table 28). 

There are, therefore, three features which differentiate the external debt of Paraguay from that 
of countries confronting external payments difficulties: a relatively low total amount, an insignificant 
private external debt and a sectoral assignment which has favoured the sectors which produce exports 
and substitute for imports. But it should also be stressed that these external debt statistics exclude 
those of the binational entities. * 


Table 27 
PARAGUAY: INDEXES AND RATIOS OF THE EXTERNAL DEBT 


1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 


Indexes 1970 = 100 


Disbursed gross external debt* 


At current prices 126.2 143.7 178.3 217.8 298.9 340.0 438.8 480.7 5649 622.4 789.7 

Deflated by export prices 108.2 89.0 86.0 103.1 141.0 124.2 169.6 168.4 182.4 180.8 240.2 

Deflated by import prices 113.7 115.9 100.0 109.0 154.8 163.9 2047 191.6 192.9 203.9 255.5 
Disbursed net external debt 

At current prices” 119.4 124.6 136.1 156.3 195.0 178.2 172.9 129.9 117.5 145.0 346.4 

Deflated by export prices \ 102.3. 77.2 65.6 740 980 65.1 668 45.5 380 42.1 105.4 

Deflated by import prices 107.5 100.5 764 782 101.0 85.9 80.7 518 401 47.5 112.0 


As a percentage of GDP 


Disbursed gross external debt 


At official exchange rate” 25.0 22.0 204 22.00 268 248 261 214 194 169 23.6 

At parallel exchange rate vee hyp 23 Dine 22.306 24.9 028.9 a3 26 G 29-4 dole, 250, ee DikOo 

At parity exchange rate“ 17.6: 36.7 413:4- 2 13.7 “18.2 517.0" 19:2. NG 2is si Te AS Seeley 
Disbursed net external debt 

At fixed exchange rate” 30.2) 924.577 199° 20 225 "16a tl Vers 2a DO Pore 

At floating exchange rate” SO E27 Zo2 AE22StS 2a eS FSO ow 68 22.0 

At parity exchange rate” 21.2 1855 alS.Oeryb2dctp 15S F 11a @ 9d 5.6 59 rive 4.3 MO? 


As a percentage of exports” 


Gross external debt service 18:0: 140 2 15-9, 18 Oe 194A TS A RD D2 0 8 A le ee 
Principal 8.5 74 8.2 108 9.9 8.7 9.7" Sel 5 TAs ela Smite 
Interest 9.5 6.7 el 8.1 9.5 6.7 8.5 1007 * aS eo toe 

Net external debt service’ TAL 1273135 162 AF 2233") 4.0 a Ee es 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay and the International Monetary Fund. 

“Medium- and long-term public and State-guaranteed private debt; end-year balances. 

’By the Central Bank, at current prices. For 1982 an exchange rate of 143 guaranies per dollar was used. 

“On the parallel. The free market was formally established as from 1973. In July of 1982 it was abolished. For 1982, therefore, the black market 
exchange rate was used. 

“Calculated by ECLA at constant prices. In order to deflate the external debt, the import price index was used. 

“Exports of goods and services, excluding income in respect of interest from abroad. 

‘Interest and principal paid, less interest received. 


In this respect, the following paragraph from the Economic Survey of Latin America, 1981, is illustrative: “From the point of view of 
the ownership of Itaipt and Yacyreta, the Government of Paraguay is responsible for 50% of the debts of the binational bodies. According to the 
treaties of Itaipd and Yacyreta, however, and in actual fact, the responsibility for contracting and guaranteeing the financing of the works has 
been assumed by the Governments of Brazil and Argentina, respectively. Moreover, the concrete effects of the servicing of this debt on the 
Paraguayan economy will depend on decisions which have not yet been taken regarding the use made of the electric power. One alternative for 
calculating the proportion of the debts in respect of Itaipt and Yacyreta which should be incorporated into the external debt of the country would 
be to work this out as a function of the percentages of the electric power which Paraguay decides to use itself, since this decision will determine the 
amount of foreign exchange which the economy will have to provide to service the debts of the binational bodies.” ECLA, Economic Survey of 


Latin America, 1981, op. cit., pp. 653 and 654. It may be added that up to a certain degree of use, outflow of foreign currency may be financed 
entirely by sales of the unused fractions to Brazil and Argentina. 
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Source: ECLA, on the basis of data from the Central Bank of Paraguay. 


4. Prices and wages 


a) Prices 


In 1982 the rate of increase of consumer prices declined markedly and was the lowest since 
1976. Between December 1981 and December 1982, the consumer price index increased by 4.2% as 
against a rise of 15% the year before and an average rise of nearly 17% since 1976, when the variation 


“was 3.4%. For its part, the wholesale price level decreased by 6.8% in 1982, after having risen by 


about 20% in 1981 and approximately 16% during the period 1976-1981 (see table 29). 

In six of the first nine months of 1982 the consumer price index variation was negative; and at 
the end of the third quarter the price level was less than it had been at the end of 1981. However, in 
the last three months of the year the declining trend reversed, and a rise of 4.7 % was attained during 
the quarter. Wholesale prices during the first three quarters evolved fairly similarly, but their 
slackening and decline were much more marked; in September the wholesale price index was 15% 
less than it had been at the end of 1981. The recovery at the end of the year was also more pronounced, 
with an accumulated rise of 9.8% during the last quarter (see figure 2). 

The slackening of inflation indicated by the consumer price index in 1982 was due to an 
overwhelming extent to the decrease in prices of foodstuffs, since on the average the prices of the 
other products included in the shopping basket rose by more than 12%. Even the rate of increase of 
clothing prices intensified, and rose from 9.4% to 16.6%. And although the growth rates of housing 
prices and miscellaneous expenditures declined, they remained moderately high. 
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On the cost side, the markedly slower rate of wage increases exerted downward pressure on 
inflation. After having increased by more than 20% in each of the last three years, the general salary 
index of the workers of Asuncién rose by 3.5% between December 1981 and December 1982, the 
lowest rise since 1972. The minimum wage index did not vary between the last month of 1981 and the 
last month of 1982, after having risen by 15% in 1981 and by more than 32% in 1980 and 1979. 
Meanwhile, gross labour productivity continued to expand, since the drop in employment exceeded 
the decrease of the product, according to data from the Central Bank. This being the case, the most 
important inflation rate —the growth rate of unit wage costs— appears to have been even lower than 
the modest increases which the nominal wages indicate, and considerably lower than in preceding 

ears. 
: Another factor which helped to reduce inflation on the cost side was the stability of 
international prices. In 1982 the external import price index rose by barely 1% and that of exports 
decreased by nearly 5%. In contrast, the rise of the exchange rate should have meant a considerable 
increase in the prices of marketable goods and services. 

However, it should be recalled that for certain goods which are weighted heavily in the 
consumer price index, such as wheat and petroleum products, the exchange rate did not vary. For their 
part, the main exports do not influence the domestic shopping basket to a very large extent. In any 
case, the rise in the exchange rate for them was substantially lower than the average, and was partially 
offset by the decrease in their external prices. Similarly, the conditions of demand prevented the 
prices of other marketable goods from being adjusted in proportion to the exchange variation. 

Nevertheless, domestic import prices in fact increased quite considerably, in comparison with 
the prices of goods produced domestically, because of the rises in price of the former and the drop in 
price of the latter. For example, between the end of 1981 and the end of 1982, the average wholesale 
price of “other manufactured goods”, a category which groups many imported consumer goods, rose 
by 34%, while the average price of agricultural goods declined by more than 15%. In any case, it may 
be recalled that the period in which the exchange rate rose the most was followed, with a brief delay, 
by a reversal of the deflation process recorded since September; the reversal was particularly abrupt 
and marked in the wholesale prices. The large reduction in wholesale prices of agricultural goods is 


Table 29 
PARAGUAY: EVOLUTION OF DOMESTIC PRICES 


IFS) 1976 1977 1978 1979 1980 1981 1982 


Average annual variation 


Consumer price index* 6.7 4.5 9.4 10.6 28.2 22.4 13.0 5.1 
Food 4.6 4.2 TE 13.0 29)5 18.9 6.5 0.1 
Housing 92 Stl 8.0 6.4 22.4 22.8 27 11.8 
Clothing 13.2 Sey) ES) ae 252 PAN aes 10.7 12.0 
Miscellaneous ;: HS) DD G27, 7.6 31.3 Eom | 20.2 9.1 

Wholesale price index 15.2 [esi 8.0 12.8 26.3 7.8 272 285) 
Agricultural 26.5 Zz) 8.3 A 38.4 2.7 lie By pe) 

Index of prices implicit in the 

gross domestic product“ 6.7 5.0 9.2 10.4 20.6 16.8 16.6 3.0 

Variation from December to December 

Consumer price index* 8.7 3.4 9.4 16.8 2 | 8.9 15.0 4.2 
Food : 11.4 2.0 9.9 22} 38.4 -2.8 14.4 -2.2 
Housing 4.3 4.4 8.3 14.7 20.1 PMeNh 2337 11.8 
Clothing Oe, 533 10.0 12.0 30.4 14.8 9.4 16.6 
Miscellaneous LE Nay 8.6 59 mest eee ieee 8.1 

Wholesale price index Hi gts os 69. © 232s 33.0 20 Oye 1 Gee 
Agricultural Ise 64°) $4440.43, iGo Oe ae 


Source: Central Bank of Paraguay. 
“Base year: 1964. 

’Base year: 1972. 

“Market prices. Base year: 1977. 
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3 also striking, since the production of the sector declined. However, the harvests of many of the main 
_ crops which supply the domestic market were larger in 1982 than they had been the year before. 


On the demand side, inflation was checked by the substantial drop in gross national income and 


the decline of domestic spending. This recessive situation was influenced both by circumstantial 
factors, such as the bad weather, the deterioration in relative external prices, the depression of the 
_ regional market and the lower rate of activity of the binational entities, and by a restrictive economic 


policy. 

From the beginning of the 1970s through 1980, the sharp and sustained expansion of the 
money base was due more than entirely to the increase of net external assets. In 1981, the expansion 
of the money base was maintained at a relatively high rate, despite the marked slackening in growth 


of net external assets. But in 1982, the considerable decline in holdings of net external assets —an 


event which was in large part a reflection of adverse circumstantial factors— was not offset by an 
increase in net domestic assets. This lack was partly determined by an austere fiscal policy and partly 
by the fact that a sharp rise in real interest rates had been allowed to occur; this rise kept demand for 
money very low for the second year running. 


b) Wages 


In 1982 real wages declined after two consecutive years of improvement. However, in contrast 
with what had occurred during the 1970s, when the deterioration in real wages was largely 
attributable to inflation, this phenomenon was now mainly a reflection of the marked slackening in 
nominal wage increases. The average wage increase of workers in Asuncion was less than 4% 
between 1981 and 1982, after having been 21% during the period 1978-1981. However, in real terms 
the decline in wages barely exceeded 1%, on the average, since the average annual variation in the 
price level also decreased markedly in 1982. This decrease was nearly equal to the average change in 
the real wage index of the workers of Asuncién during the economic boom (see table 30). 4° 

The workers most negatively affected were those working in the non-basic services and 
construction sectors. Real wages of both sectors fell by nearly 5% and 4.4%, respectively. There was 
also a decline in the real wages of trade (-3.1%), and manufacturing (-2.8%). On the other hand, real 
wages of the workers in basic services increased between 2.2% (electricity, gas and water) and 46% 
(transport, storage and communications). 

Agricultural day wages indicated a contradictory evolution. Indeed, the monetary portion of the 
average day wage with meals decreased by slightly more than 2% in real terms, while the average day 
wage without meals rose by nearly 2%. It is not easy to reconcile that difference with the behaviour of 
foodstuffs prices, since the latter declined. 

For their part, the minimum legal wages increased by around 4.5%, which meant that they 
decreased by half a percentage point in real terms. The nominal growth of minimum wages with 
respect to 1981 was the result of the last official increase ordered in May of that year. 

That increase was also largely responsible for the increase in the wages of the workers of 
Asuncién between 1981 and 1982. Among other factors which determined the evolution of wages in 
1981, mention may be made of the sharp drop in employment. 


5. Fiscal and monetary policy 


a) Fiscal policy 

The central Government budget had projected an increase of 37% in current income for 1982, 
in contrast with the less-than-15% increase attained the year before, when current income declined at 
constant prices. The expected growth would come from sharp increases in both direct and indirect 
taxes. Among the former, an expansion of nearly 150% was expected in inheritance taxes (see 
table 31). . 

The projection of current central Government income had been based in part on several 
adjustments introduced into the tax system at the end of 1981 to take effect from the beginning of the 
1982 fiscal year. Those adjustments had included, among others, an increase in the tax on sales of 


e 


46 The 1981 Economic Survey analysed the factors determining the evolution of wages during the boom. See ECLA, Economic Survey of 


Latin America, 1981, op. cit., pp. 659-663. 
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Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay. Department of Economic Studies, Ministry of Agriculture, 


Department of Agricultural Marketing and Economics; and Ministry of Justice and Labour, Department of Human Resources. 
“ Average of months of June and December. 


b . . . 
The nominal values were deflated by the consumer price index. 
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Table 31 
PARAGUAY: CENTRAL GOVERNMENT INCOME AND EXPENDITURE 


en ae eee | 


Millions of guaranies Growth rates 
Oe eo 
57g 1980_ 1981-198" 19825 1979 19801981 198"_196E 
i 107 81029 68465 27.1 18.3 146 37.1 15.8 
beet 2 a 4 a 3 351 73805 61287 27.9 189 135 410 17.1 
Direct taxes 8449 11323 14235 19991 20 724. (25.702 340-2 25:7 » AOA 45.6 
On personal income 2 # * iS = 
tiv = 
a 6846 9395 11735 13800 12 582 27.7 372 249 17.6 Tit 
On real estate 1 603 1928 2500 6191 8142 17.9 203 29.7 147.6 225.7 
Indirect taxes 30 367 34814 38116 53 814 40563 286 146 95 41.2 64 
On external trade 15 786 17213 17 825 Jel 891-513 @ 2.0 3.6 = 6.1 
Imports 14645 15945 16623 es 559] 31.6 8.9 43 ee 11.6 
Exports 1 141 1268 — 21-202 eae 356 827.3 pre -5.2 as -70A 
On domestic trade 6 945 8280 8691 a 9594 20.5 19:2 5.0 ie 104 
Others 7636. 9 32l— 16008 > =. 12 054 «9309 22.1 245 ab 3.9 
Non-tax income 4 819 5 455 6756 7224 7178 _ ~205 13.2. 23.8 6.9 6.2 
Current expenditure 27193 38064 52990 62845 64036 25.8 40.0 39.2 186 20.8 
Consumption 20105 28278 40191 41464 42 383 23.3 40.7 42.1 3.2 55) 
Wages and salaries 12205 15938 22474 . 28075 205 366 41.0 mn. £249 
Goods and non- 
personal services 5344 7324 9 803 . 10684 15.7 370 349 2 9.0 
Others 25568-51016 7914 Be 3614 63.7 9021 21:8 no Ae 
Interest payments 1 345. <1. 7662222, TAT 2B) Salty 9315 140 -46 12.0 
Transfers 5 743 7792 10653 19333 19248 289 35.7 36.7 Slide 5.807 
Subsidies 63 83 92 100 134 oe ENE Se 8.7. 457, 
Transfers to the 
private sector 3 289 4725 6 233 14407 14538 220 43.7 31:9 1311-332 
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public sector 2151 2915 394% 4536 4291 435 35.5 400" 152 8.9 
Others 241 298 357 290 285 22.3 255 19.8 -188 -20.2 
Saving 16 436 =13 527 6117 18 184 4429 29.3 -17.7 -54.8 197.3 -27.6 
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Financial investment 257) DSS: 9 075 a 214 128.2 258.3 a. §-976 
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ase 

Source: Ministry of Finance of Paraguay, Technical Secretariat and Department of the Budget, and Public Sector Planning Division of the 
Technical Planning Secretariat. 

“Budgeted amounts. 

’ Amounts actually registered (preliminary figures). 
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_ Mention should also be made of the modification, in August 1981, of the Régimen de Despacho 
_ Regional (Regional Despatch System), which expanded the list of merchandise subject to the single 
‘15% tariff, for the purpose of reducing contraband and thus increasing tax collection, and the creation 
ofa new tax régime for imports of intermediary goods, with reductions of up to 50% on the tariffs 
applicable to those products. 5 
ss On the outflow side, an expansion of 18.6% in current expenditures had been budgeted for 
= 1982; this represented a considerable reduction with respect to the figure for the year before (more 
_ than 39%) and reflected a sharp restriction of growth of consumer expenditutes, to only 3%, after 
a having been 42% in 1981. On the other hand, transfers were assigned a share 80% higher than the 
year before, as a result of the large increase in the pensions of the veterans of the Chaco War. It was 
also inteded sharply to restrict the expansion of capital expenditures during the fiscal year 1982, 
which would increase by 9%, after an expansion of 74% in 1981. A total growth of 16.8% of outflows 
was planned for 1982; that figure had been 49% the year before. 

The income projection and outflow plan meant tripling savings by the central Government and 
reducing its global deficit to half, with respect to the balances recorded the year before. Nearly 39% of 
the global deficit would be financed with disbursements expected from external loans; and of the 
proportion which would be financed with domestic sources, more than 100% would come from the 
surpluses accumulated by the central Government in fiscal years preceding 1981. 
~* The fiscal policy implicit in the budget adopted for 1981 may be characterized as restrictive, 
since it planned an increase in Government expenditures which was barely higher than the rate of 
inflation prevailing at that time, while it also envisaged covering half of the existing deficit through 
an increase in taxes. However, it is well known that the true degree of restriction (or expansion) can 
only be measured in relation to the level of activity and of employment, and at that time —November 
1981— it is quite probable that both were already stagnating or declining. Ata full employment level, 
the 1982 budget would have shown a substantial surplus. From that perspective, it therefore proves to 
be even more restrictive. Nevertheless, the fiscal policy which actually was put into effect during the 
course of 1982 was ultimately considerably more restrictive than the policy originally contemplated. 

The fiscal deficit proved to be only half of that forecast in the budget and, therefore, only one- 
fourth of that of the year before. The deficit was barely 0.7% of the gross domestic product, after 
having been 3.0% in 1981 (see table 32). 

Total expenditure did not increase, which meant that they fell by around 5 % in real terms. This 
result was decisively influenced by the large reduction in capital expenditures, which exceeded the 
amount planned in the budget by 47% and the amount the year before by 42%. However, the drop in 
capital formation was much lower: 10.5 % with respect to 1981. In contrast, current expenditures rose 
by nearly 21%, which meant that they slightly exceeded the expected amount. 

Current income rose by 15.8%, a figure which, although it was less than half of that projected in 
the budget, was higher than that of 1981, even in nominal terms. In real terms current income 
increased by around 11%, after a decline of nearly 2% recorded in 1981 and in the face of an 
expansion of approximately 19% implicit in the budget. *’ 

The fact that such a large real increase was attained ina recessive economic situation was due to 
a large extent to the income collected through the exceptional facilities granted by Law 920, for the 
legalization of goods and securities in irregular situations. Under the provisions of this law, which 
was extended to September, more than 4 billion guaranies were collected; this amount was double 
that estimated in the budget and was responsible for 44% of the increase in current income. Another 
important portion of the increase came from the higher income collected through import taxes, 
which partly reflected the growth of registered imports and partly reflected the variation in the 
exchange rate. The increase in tax collection was less than half of the current value of imports in 
guaranies, which would appear to be consistent with the tariff reductions introduced the year before. 
The higher proportion of the rest of the growth of current income was caused by the higher inflow 
through land and real estate taxes. 

During the course of the year, there were few alterations which entered into force immediately, 
and these did not have important effects on global tax collection. Among them mention may be made 
of the reductions-of duties on some export products, “* the new rises in the taxes on gasoline sales, the 


< Rt 


47 When the budget was adopted, the annual inflation rate was 15%. 
48See section 3, paragraph i). 
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Source: ECLA, on the basis of data supplied by the Ministry of Finance, Technical Secretariat, The Public Sector Planning Division of the 
Technical Planning Secretariat and the World Bank. 


“At factor cost in current prices. 
Before consolidation. 
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540 


PARAGUAY 


expansion of the list of products subject to the special régime for imports of intermediary products, 
and the decision to limit the application of the Régimen de Despacho Regional to the neighbouring 
countries. Towards the end of the year a series of adjustments of tax provisions was promulgated, to 
enter into force during the 1983 fiscal year. arse 

y Despite the magnitude of the growth of current income, central Government savings were 
20% lower than the year before and barely 24% of the optimistic figure planned in the budget. 
With regard to the financing of the global deficit, recourse was had to domestic sources for more 
than 100% of the necessary resources, since payments on capital exceeded disbursements of external 
loans. The latter were barely 35% of the figure planned in the budget, largely due to the sharp 
reductions made in capital expenditures, which delayed or postponed projects financed with those 
_ external credits. For its part, domestic financing was provided entirely by credits from suppliers. In 
contrast with the year before and with the provisions of the budget, the surpluses accumulated in 
__ previous fiscal years therefore did not constitute the main source of financing of the deficit. As in 
_ previous years, the financing extended by the Central Bank was insignificant. 

<< For the consolidated non-financial public sector, the statistics on implementation of the budget 
"were not available when this study was drafted. Towards mid-1982, the Department of Planning 
ad projected results for the sector which implied a global policy that was much less restrictive than that 
ba which was actually carried out by the central Government (see table 43). 


b) Monetary policy 


a Between 1970 and mid-1981, net external assets held by the Central Bank increased 
systematically and visibly, and attained an average annual rate of expansion of more than 45% 
between the end of 1970 and the end of 1980. Therefore, the main challenge which had to be 
confronted by the monetary authority during that decade was how to avoid an excessively rapid 
growth of the monetary aggregates without damaging the expansion of the economy. And a 
noteworthy success was achieved, since during the period in question the effective growth rate of the 
economy was close to the limit of the potential rate of expansion. This performance was helped 
decisively by a clearly anticyclical fiscal policy. 

However, from mid-1981 onwards, the Central Bank’s net external assets ceased to grow and 

* even began to decline slightly. For this reason, the monetary authority's main problem became how to 

* maintain the growth rate of the economy without excessively accentuating the loss of international 
reserves. Among the circumstantial factors which determined the handling of this new challenge 
were, on the one hand, the existence of full employment of the work force and the high rates of 
interest abroad and, on the other, the fact that the Central Bank held substantial international 
reserves —equivalent at the end of 1980 to 11 import months— the prevalence of a very high legal 
reserve requirement (42%), and the accumulation by the central Government of substantial assets, 
equivalent at the end of 1980 to nearly 5 months of its total expenditures. 

During the second half of 1981, the expansion of the money base was maintained at a rate that 
was relatively high and close to the goal established in the monetary programme, despite the 
unexpected decrease in the net external assets of the Central Bank (see figure 3 and table 34). This 
was attained through a sharp reduction in net domestic debits, which decreased by 45% under 
circumstances in which the monetary programme had planned an increase of 15%. This large 
reduction in the negative balance of net domestic assets of the Central Bank was due exclusively to the 
fact that the central Government had recourse throughout the second half to its assets over the 
monetary authority in order to finance the unexpected growth in its deficit. 

Despite the welcome expansion in the money base, the existence of money (M,) in the economy 
did not increase in 1981 due to the fact that on the side of money base users, the results were also very 
different from those forecast. In particular, there was a great divergence between the goal and the 
result for cash in circulation, which instead of growing by more than 21% barely increased by 2%. For 
its part, cash outside of banks even decreased, while the total reserves of the commercial banks 
expanded by 33%. The banks’ surplus reserves increased by 75%. 


49 These provisions are: Law 967, which modifies the specific fees comprising the duty on cigarettes and whisky consumption; Law 975, 


hich modifies and readjusts some duties on sealed paper and stamps; Law 977, which increases the duties on carbonated beverages and beers, 
and Decree 35984 which sets new reference prices for real estate. 
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Domestic (net) 
External (net) 


Current income 
Transfers 

Current expenditure 
Transfers 

Saving 

Capital income and depreciation 

Capital expenditure 

Global balance 

Financing 
Domestic (net) 
External (net) 


Current income 
Current expenditure 
Consumption 
Interest payments 
Transfers to the private sector 
Saving 
Capital income and depreciation 
Capital expenditure 
Capital formation 
Global balance 
Financing 
Domestic (net) 
Indebtedness 
Loans 
Banking system (net) 
Central Bank (net) 
Non-banking (net) 
Bonds 


Disbursements 
Amortization 


Cash variations (- sign indicates an increase) 


External (net) 
Disbursements 
Amortization 
Donations 


7 470 


2 130 
Spi 
2 510 
57. 
-1 157 
-1 035 

-122 


24 351 
363 
17 032 


UBS 
2 968 
8 008 
2 279 
-2 279 
-2 987 

708 


5 4) 
11921 


3 263 3 846 
4073 3077 
3 376 4 353 
3,960 10" 
-3 960 2570 
-3,900 -2 421 
-60 -149 
Public enterprises 
31 163 36 198 
“718 902 
24 926 29 085 
25 27 
6 237 713 
5 001 4 498 
11 700 16516 
462 -4 905 
462 4905 
-633 529 
1 095 4 376 


Consolidated non-financial lic sector 


60 377 
33 788 
26 152 
1 459 
5 043 
26 589 
3 639 
23 834 
21 687 
6 394 
-6 394 
-8 916 
851 

1 149 
1 074 
1 148 
1) 
-298 


-298 
-9 767 
2 523 
6 567 
-4 044 
33 


70 139 81 406 
46 142 63 315 
35 306 49 435 


1941 2 325 
T2a 9 631 
23 997 18 091 
6 825 6 409 


28830 43595 
25 070 30.817 
1992-19 095 
-1.992 19 095 
4612 12799 
530 4513 

4 670 

827 

2 - 361 

2 3 843 

; -157 

* -157 

-5 036 8 286 
3573 6 295 
3 12 095 

_ 5 845 

23 45 


100 688 


78 633 
53 896 


22 055 
8 294 
52 207 
46 921 
-21 858 
21 858 
6 154 
7 654 


-1 500 
15 704 
21514 
-5 810 


Source: Public Sector Planning Division of the Technical Planning Secretariat of Paraguay. 
“For the financing readings, the figures are percentages of the total financing. 


> Projected figures. 
“See Table 31. 


“Transfers from rest of public sector. 


“Transfers to rest of public sector. 


‘For public enterprises, only the surplus on current operations is included. 
*Does not include current expenditure of public enterprises. 
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These results were chiefly due to the unexpected stagnation in public (non-bank) demand for 
cash balances, but also to the banks‘ willingness to accumulate reserves far beyond the parse 
necessary amount. And it is clear that the change in the public's behaviour was brought about by tl 
unusual rise in domestic interest rates, since this strongly discouraged both money holdings an 
indebtedness while it stimulated placement of assets in the financial system. However, the nominal 
domestic product grew by 26.4% in 1981, since the income-velocity of the money increased from 
slightly less than 9.0 in 1980 to 11.3 in 1981 (see table 35). aa 

In contrast to the stagnation of the M,, the M, grew by 15.3%, since quasi-money increased by 
more than 30%. The expansion rate of the M, was close to that of the money base and did not 
represent a radical break with the trend noted in previous years. Similarly, the gross domestic credit 


Table 34 
PARAGUAY: MONETARY PROGRAMME’ 
Billions of guaranies Growth rates 
1980 1981 1980 1981 
Pro- & Prowty, 196200. rn 8 inc: MERE Os 1982” 
ram- ; ram- ram- gram- 
oe tual a d tual en d tual ‘ned tual 
~Umte* 3 ow OS 4 ee eee 
Monetary base 67.5 *700:~ 86.6) 82.9 “79.8 27.319 27.09023.6 S182 gan 
ee 67.5." 70.0 86.6 82.9 79.8 +22.3°° 21.0° ~23.6 =184% 7-377 
Net foreign assets O73 $04.0 T1429 96.1 82a 0 Ver 252 22 7 =145 
Assets 99.6 96.6 117.0 102.2 86.8 29.0 25.1 Dod 5.8 -15.1 
Liabilities -2.8 -2.6 -2.9 26.1 iG aa Ps 35 -7.9 -8.4 -134.6 

Net domestic assets 2299-2410 =27.5 gel3:2 2A  -52.005-22:0 <-14:8° 45:0) 9 edies 
Domestic credit -48 2.8 44 20.1 27.8 -132.6 = 60) 617.9333 
Public sector 12.1 -6.6 7.0 8.9 18.5 -45.3 21.0 -6.2 107.9 
Central government (net) 217-1720 195 5.0 -2.7 -481 -166 -144 46.0 
Credit 48 41 5.5 4.2 oe) 8.5 -6.3 32.7 24 F-167 
Deposits “265.9 =2 2-250 -9.2 -6.2 -389 -11.2 -18.0 56.6 32.6 
Other public bodies 9.6 10.5 LPS, 14.0 a: 51.8 65.9 19.6 335 51.4 
Financial’ 36 307° 40 56 119 ~ -53)°-102 325 eee eee 
Non-financial 6.0 Tp) 8.5 8.4 9.3 1048 152.8 14.5 12.0 10.7 
Private sector Te 9.3 11.4 11.1 9.3 164 49.5 22.2 19.4 | -16.2 

Financial 48 6.8 8.8 * 27.8 80.7 29.9 

Non-financial 2 2.6 2.6 ee -0.5 2.7 1.8 
Other net domestic assets -25.1_. -26.7_ *-319 £337 =302 440) -53:57 5-195 2-762 10.4 
Capital and reserves 3.1 -60 -93 -9.6 -15.5 -383 -170.8 -55.6 -60.0 -614 
Deposits Sammars ule) -18.8  -25.3 -34.7 -62.0 -34.6 
Private sector -9.2  B165~2225 -56.1 -79.3 -36.1 
Prior deposits on imports -2.5 -1.9 - -0.9 6 -25.6 a3 52.6% 333 
Special deposits “64 sepa 0 ot 15:8 -76.5 71.9 -144 

Others“ 44 10-10) ©4656 OP. OS srs oie 
International organizations -3.5 -2.4 -2.5 -2.4 =2.0 -=509e =) 120 5.3 - -16.7 


Counterpart, adjustment of 


international reserves 29 -40 -47 7.5 -28.5 -16.6 

Special Drawing Rights =L.8- PRS -1.9.5 6-5.3,, tho. 27685 7-27. Gee 09 
Others (net) =11.0° 5 -3.3 -8.2° -444.2 -63.7 -147.5 Ee ie 
Uses 67.4 70:0" 86.6 #.82.9 679.8. f. 22:36. 27.0! = 23:6) ie 1a.4 ea 
Currency outside banks {5312 Pasi 2 347 28.2 - 6.4 
Commercial bank reserves® ‘38.8 a SLT 6g 26.0 33.2 -9.9 
Legal reserves f 34.4 I Bw 419 28.6 27.0 = -4.6 
Surplus reserves -' 4.4 x 8.0 49 8.6 81.8 -38.7 
Currency in circulation 35.9 _33.7.--.409." 244 M36) S35. te 2s 2 49 

Legal reserves and current 

account deposits® 31.6 363. 45.70>-248.5 43.7 10.1 26:4.-25.9" 9330 -9.9 
M, One ‘626 60.2 25.8 0.3 -3.8 
M, 124.0 f 143.0 144.6 34.0 15.3. id 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay. 

“Various adjustments, based on the monetary accounting used by the International Monetary Fund (IMF) in its International Financial Statistics, 
have been made in the original layout of the monetary programme of the Central Bank, entitled Desarrollo de activos netos del Banco Central 
del Paraguay but there are still some differences between the values in this table and those given in tables whose source is the IMF. 

In 1982 there was no monetary programme. 

‘Included in the “Other (net)” section. 
Including deposits of the autonomous bodies. 

“Including deposits. 

Not programmed. 


*Including the surplus reserves in foreign currency deposited in the Central Bank of Paraguay. 


544 


Se he eae otek: ie ak, 
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pea; Sew teks, hie cg Gg.y* 160.1 TOODMASEAO be LSE 
a se eR kee Saat HBTS, YOR oe LG 2902) e290 ty ie: 
creek rae netigiy ews DB a5 629 yy. AB2 383 AO MOLT 
es eee P wae 106.2 1265 «141.2367 75.7 

OO eh TOE 92.8 1088 71385 88.1 
assailant ge lags nein Mei : 
Fatandial yo Wis Goreme o's 13335° 1 4h6b! 1174 61.1 SO Distey 44:2 tees B Tel 
Gadipnadh aed Adursuresres 122723350 or S244 Ar 38.95 108.2... 55.8.4 12.9 


Private sector Ch Tae ie | nin (oe sie? 6 
Other net domestic assets 39.2 37.1 ste 62/7 210 90. 286 
~ Capital and reserves 2447 9 24.1 8.2 = TPP" Meee “677 21649 
- “160.0 279 °29.1 948° 42-5 95.3 0183.0 

Dt eT 1SSremeS2Oer GATS Ay GB IedG 4d < 1127.4 1479 
Currency outside banks ce iene 1 a ete 1) Samana” Sala, <2 Ne oie 
Commercial bank reserves 685 62.8 49.7 45.4 53.9 100.2 -165.1 


j Currency outside banks/demand deposits 0.91 0.88 0.88 0.96 1.00 0.99 1.23 


Currency outside banks/total deposits 0.30 0.30 0.33 0.36 0.34 0.28 0.30 

Bank reserves/demand deposits 132 i357 Eze 122 1.24 1.64 1.73 

‘Bank reserves/total deposits 0.46 0.46 0.46 0.45 0.42 0.46 0.42 

Monetary multiplier _ 

__M,/monetary base 083 084 «2089 090 089 076 0.76 

_ M,/monetary base 1.70 1.70 1.76 1.68 ibs I/F) 1.73 1.81 
Income-velocity of money 

~ Gross domestic product/M, 9.93 9.23 8.09 8.68 S98 aes! 12.11 

Gross domestic product/M, 4.85 4.53 4.08 4.65 4.52 4.96 5.05 


f 4 
a 


Source: ECLA, on the basis of Central Bank of Paraguay, Boletin Estadistico, January 1983, No. 296. 


“End-year balances. 
Each section adds up to 100%. 
“Of the monetary base. 


placed by the banking system grew by nearly 17%, while in net terms domestic credit increased by 
35%, making its evolution approximately consistent with that of the recent past (see table 36).°° 

To a large extent, the size of the expansion of these monetary aggregates explains why the 
decrease in net external assets and the total restriction of M, growth were not accompanied by a 
proportional decrease in the growth rate of economic activity or of inflation in 1981. However, in 
interpreting the monetary policy and the performance of the economy in that year, it should be borne 
in mind that indirect and partial indicators suggest that there was a substantial slackening of the 
growth rate in the second half. In an extreme case, the average for the year would be reflecting the 
results of the last half of the economic boom and of the first half of the recession. It should also be 
stressed that the depressive effects of the decrease of net external asset holdings were not offset by an 
alteration in the monetary policy but by the financing of the central Government deficit with the 
resources which it had on deposit with the Central Bank. The monetary authority adopted a rather 


passive position towards the course of events, at least until September, when it reduced from 42% to 


50Gross domestic credit excludes central Government deposits with the monetary authority. Net domestic credit includes them. 
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30% the legal reserve requirement for deposits of more than 90 days, and raised the interest rates for — 
fixed-term savings deposits by two to three points. But these measures did not have sufficient scope to 
be able to avoid considerable repercussions. 

At any rate, it is not clear that earlier or more far-reaching changes in monetary policy would 
have resulted in a larger growth of money. A larger money issue would probably have resulted in 
increases in bank reserves and not in a larger quantity of cash outside of banks, given the high 
prevailing interest rates. Alternatively, a substantial decrease in domestic interest rates could have 
resulted in a smaller surplus in the balance-of-payments capital account, or in an acceleration of 
inflation rather than in a higher demand for cash balances, given the high interest rates in force 
abroad and the high level of employment existing in the country. ; 

But to the extent that there had been a continuation of the slackening of economic activity 
which began to manifest itself in the second half of 1981, the substantial increase in the rate of money 
expansion could have become not only more feasible but also highly desirable, especially if external. 
interest rates had decreased. 

During the course of 1982 there was a steady decline in Central Bank holdings of net external 
assets, with the exception of the second quarter, when there was a slight recovery, and especially from 
August onwards. Between December 1981 and December 1982, the loss of reserves was 14.5%, in 
comparison with the small increase recorded between December 1980 and December 1981. But in 
contrast with what had occurred the year before, in 1982 the depressive effects of the evolution of net 
external assets on the money base were not offset to the extent necessary. In 1982 the growth rate of 
the money base also dropped sharply, from an annual increase of 18.4% in December 1981, to one of 
6.2% in June 1982, to decline by 3.7% in December 1982, with respect to December 1981 (see 
figure 3). 

Although the size of the reduction of net domestic liabilities of the Central Bank was similar in 
1982 to that of 1981, it represented barely 37% of the reduction which was required, other conditions 
being equal, to maintain the same growth rate of the money base recorded in 1981. In contrast to 


Table 36 
PARAGUAY: MONETARY BALANCE 


i 


End-year balances in 


millions of guaranies Growth rates 


1979 1980 1981 1982 1979 1980 1981 1982 

Money 49590 62390 62 645 60182 245 25.8 04 -3.9 
Currency outside banks 24 316 31 181 31 161 33:170} elds 928:2) AES 6.4 
Current account deposits 25 274 31 209 31 484 27 012. 328°. 233 0.9 -14.2 
Factors of expansion 130102 171719 ‘206357 220682 24.7 32.0 20.2 69 

Net external assets 76 240 97-335. 1037025 86935 38.08 277 5.8 -15.6 

Net domestic assets 53 862 74 444 103 332 133 749 98 38:2 3889797 
Domestic credit 59 259 85.492) 115.354) 6127 927 167) 244391349 S09 

Public sector -10 712 -8 437 5 001 8 875 
Central Government (net) -14 496 -16 917 -4 917 -2 595 
Credit 4 548 4 267 4 309 3 639 
Deposits -19 044-21 184 -9 226 -6 234 
Other public bodies 3 784 8 480 9 918 11 470 
Private sector 69 971 93, 929-=9110:353 yal 19: 052 % 24.89342) eel US) 
Other net domestic assets 35-397, 04 bO4B.. 312, 022i 3 Bae Rise 
Factors of contraction 80512 109389 143712 160500 24. 

Saving and time deposits O20 GAG Cee PehSn ees a 35 ee SI 
National currency 30 830 40 856 58 596 67 877 PRS em Save 43.4 15.8 
Foreign currency 12090. 20749 21 744 16548 1208 71.6 48 -239 

Import deposits 3448 -- 3116 3909 4730 126 -96 254 210 

Long-term foreign borrowing 9 036 9 143 8 621 91591 1S 1.2: «-Se00dee 

Capital and reserves 22676 32267 43136 53624 468 423 33.7 243 

Other net liabilities 2 429 3 258 7 706 8130 839 434.1 136.5 55 


Source: ECLA, on the basis of data supplied by the Central Bank of Paraguay, Boletin Estadistico, January 1983, N® 296. 
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1981, when the financing required by the well-known expansion of the central Government deficit 
offset to a large extent the adverse effects of the stagnation in net external asset holdings, in 1982 the 


~ central Government deficit was sharply reduced. On the other hand, the financing required by other 


ublic institutions increased considerably, but not sufficiently to sustain by itself the expansion of the 


_ money base. For its part, credit intended by the Central Bank for the private sector even decreased in 
_ 1982, while deposits procured by the Central Bank from the private sector increased considerably. 


The net reduction of the deficits of the other accounts of domestic assets and liabilities barely 


_ exceeded the net increase in Central Bank liabilities with the private sector (see table 34). 


= Together with the slackening and eventual decrease in the money base, the existence of money 
in the economy (M,) declined. After having barely increased in 1981, the M, was reduced by nearly 
4% in 1982. In contrast with the experience of the year before, however, in 1982 the monetary 
multiplier did not vary. If the sharp decline recorded the year before had continued, the existence of 


__ money would have decreased radically. At any rate, it should be stressed that the monetary multiplier 


was at an exceptionally low level, not only with respect to that of other countries but in comparison 


_ with the values in force in Paraguay before 1981 (see table 35). At the same time, it should be borne in 


mind that the decline of nominal money existence was not accompanied by a disappearance of 
inflation. In real terms the M, decreased by nearly 8% in 1982. 

_ The evolution of the M, in 1982 also contrasted with that of 1981. It increased by barely 1%, 
after an expansion of more than 15% observed the year before. Given the decrease in the money base, 
at the average existing legal reserve requirement, the M, could not have grown more than 3.3% 
during the year, unless it were to have been at the expense of the M,. In fact, the monetary multiplier 
for the M, increased slightly in 1981, chiefly in response to the lowering of the legal reserve 

“requirement for deposits of more than 90 days in September of the year before, although it was also 
influenced to a large extent by the substantial decrease in the surplus reserves of the commercial 
banks. >! If that multiplier had not increased, the M, would also have decreased by 3.7%. 

Of the main money aggregates, the only one which grew significantly in 1982 was domestic 
credit, although its rate of expansion was much lower than that which prevailed during the economic 
boom. In 1982 the growth rate of gross domestic credit was 7.7%, in comparison with a rate of 17% in 
1981 and the average of 25% recorded between 1972 and 1980; for its part, net domestic credit 
increased by 11% in 1982, as against 35% in 1981 and 22.5% on the average between 1972 and 1980. 
Credit intended by the banking system for the private sector expanded by 8% in 1982, in comparison 
with a growth of 17.5% in 1981 and an average of over 31% between 1972 and 1980 (see table 36 and 
table 37). 

The much lower expansion of credit in 1982 was influenced significantly by the high interest 
rates. However, domestic credit could not have expanded more than 10% in net terms and more than 
14.6% in gross terms, given the average existing legal reserve requirement. Both to free resources 
and to make them less expensive, a large reduction in legal reserve requirements would have been 
needed, or the Central Bank would have had to open lines of credit at interest rates substantially lower 
than those in effect. >? 

For the first time in many years, in 1982 the Central Bank did not develop its monetary policy in 
the framework of a pre-established monetary programme. It is not clear what part this change might 
have played in the monetary results during the year. In any case, the evolution of the monetary 
aggregates appears to indicate that the Central Bank decided not to make innovations in the area of 
monetary policy, despite the more or less drastic changes experienced in nearly all the 
macroeconomic variables from mid-1981 or the end of 1981 onwards. The monetary authority 


51 Between 1981 and 1982, the percentage of the total reserves of the commercial banks as a proportion of their total deposits went from 
46.2% to 39.6%, while legal reserves declined from 39.1% to 35.6%, in comparison with total deposits. } 

52 Paraguay does not have a systematic record of the evolution of the interest rates collected and paid out in the financial system. The 
Central Bank has given priority to the interest rates charged under the Régimen de Cartera Minima (Minimum Portfolio Régime), which 
requires the commercial banks to assign a minimum of 50% of their portfolio to financing industrial (25%) and agricultural (5%) activities, and 
export operations (20%). The maximum annual rate authorized for this régime at the end of 1982 was 14.5%. This was the same rate in effect at 
the end of 1981. The maximum annual rates authorized for the banking system towards the end of 1981 fluctuated between 19% for the 50% of 
the commercial banks’ portfolio not subjected to the Minimum Portfolio Régime and for long-term loans by the National Development Bank 
intended for industry and stock-raising, and 28% for long-term loans from the Stock-raising Fund. In practice, the interest rates of the portion of 
the portfolio outside of the Minimum Régime are usually higher than those authorized. For the segment of the formal financial system whose 
interest rates are not regulated, the average annual interest rate was around 50% in 1982, slightly higher than that observed the year before. In 
real terms, the interest rates of the formal financial system rose considerably in 1982. The informal financial system performs an important role 
in various activities, and its interest rates are usually higher than those charged in the formal system. 
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limited itself to introducing small or restrictive changes into the Rég#men de Cortes Minima 
(Minimum Portfolio Régime), the interest rates on loans from the commercial banks, the a 
reserve requirement for deposits in foreign currency*’ and the monetary Sead Gnents if n 
addition, it authorized the commercial banks to make certain discount pperaHings, but Sea a 
proposal by the banks for refinancing the dollar debts of the private sector. In actual fact, not having 
made innovations in view of the new economic situation meant adopting a decidedly restrictive policy 
by omission. bat 

There appears to be no doubt that the sharp restriction of the means of payment helped create 
the recession. It also appears to be clear that the monetary authority could have ensured an expansion 
of the means of payment sufficient to foster a further increase in the product, if not in order to obtain 
a growth similar to that of preceding years. It had available for this purpose its substantial external 
financial resources and the plentiful domestic financial resources (reserves) of the commercial banks. 
What is more, its margin of manoeuvre was increasing during the course of the year asa result of the 
considerable decrease -in interest rates abroad and the growing disuse of domestic resources. In 
contrast, the decision to return to a fixed exchange rate in the middle of the year limited the monetary 
authority's freedom to administer an expansive monetary policy, and the concern raised by the sharp 
rise in the exchange rate throughout the year has probably been a determining factor in the decision 
to allow a restrictive monetary policy to prevail, despite the well-known variation in other conditions 
which would have justified an expansive policy. 


Table 37 
PARAGUAY: DESTINATION OF CREDIT GRANTED TO THE PRIVATE 
SECTOR, BY KIND OF ECONOMIC ACTIVITY* 


End-year balances As a percentage of the 
(billions of guaranies) gross domestic product 


1979 1980 1981 1982 1979 1980 1981 1982 1979 1980 1981 1982 


Growth rates 


Total 77.1 102.8 121.7 133.6 20.8 18.3 17.2 183 24.1 33.5 183 9.3 
Agriculture 747 278 344 M5 327 18a 196 See 7h Spo ony oo 
Crop farming {5.40° 164° 206 23.0" 35 eee SS BP US gee ay ne 
Stock-raising 9.3. 11.3 ><13:8° “18:3 asa ee o483* Si 6ew22.09 7888 
Industry 17.8 234 95 42 268 Pe re . ~213¢ 3L8, 206enes 
* Manufacturing 16.9. 22:2. 270, 31.0) vie eee ee PTO 35.2... 21 een 
Construction 60. 8Le ho ; Lee ee) See wees “963 day 483, Heo 
Commerce (domestic) 19.8 30.3 381 41.5 13.9 90.9" 2078 9 8T O29" 6 ee 
Exports 10:29 STSi2"* 13: Be “12S ORS AP IOe ia S555 ANOS 9G A 


Others 4.5 6.2 G9srs'69 45.9 38.4 =Allgloe 7oe 


Source: ECLA, on the basis of Central Bank of Paraguay, Boletin Estadistico (various issues). 
“Credits granted by the National Development Bank, the Stock-raising Fund and commercial banks. 
” At market prices. 

“Estimates. 

“Including financing. 


%3In January stock-raising was included in the Minimum Portfolio Régime. The proportions of the portfolio to be assigned to each 
activity were also made more flexible, in terms of seasonal factors, and a minimum term was established for loans of 240 days. 

+4In June the interest rates for fixed-term deposits were raised, from 12% to 13% for deposits of 60 to 91 days, from 13% to 14% for 
those of 91 to 180 days, and from 14% to 15% for those of 181 days and over. 

55In June the legal reserve requirement for deposits in foreign currency was doubled; it rose from 15% to 30%. 

56 At the end of the year the monetary readjustment for operations of the savings and loans system was set at 6%; this rate slightly 
exceeded the inflation which had occurred during the year. In 1981 the readjustment had been 5%, with inflation of 15%; and in 1980, 9% 
(savings) and 6.5% (loans), with inflation of 8.9%. There were no monetary readjustments for the rest of the financial system, except for loans 
by the Stock-raising Fund. 

57In mid-July, the Central Bank decided to allow the commercial banks, under advantageous conditions, to carry out rediscounting 
operations equivalent to a maximum of 20% of the amount of credits granted under the Minimum Portfolio Régime, for the purpose of 
encouraging allocation of credits to production activities. 

58 Furthermore; it was decided not to accept requests by banks and other representatives of the private sector for the State to facilitate the 
private sector's dollar debt service through a plan for refinancing and converting those debts into guaranies. It will be recalled that in July the 
exchange rate for the external private debt service was raised from 126 to 160 guaranies per dollar. 
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PERU 
. 1. Recent economic trends: Introduction and summary 
According to the official forecast made at the beginning of the year, eationdl production would 
increase by around 5% in 1982. This forecast was based both on the growth experienced in the 
preceding three years (which although moderate was sustained) and on the considerable dynamism of 
the mining sector (because of rising prices) and construction (because public expenditure would 


“remain high). 


However, the economic reactivation of 1979-1981 was not sufficiently strong to provide a 
sound basis for an acceleration in the rate of development. In addition public expenditure on 
construction, which it was assumed would be one of the pillars of economic growth in 1982, had to be 
restricted owing to pressures of a fiscal nature. 

Thus, the gross domestic product (at market prices) grew at a rate of scarcely 0.4% during the 
year, thereby ending the period of recovery of economic activity (see table 1 and figure 1). National 


__ production had increased at an annual average rate of 3.9% between 1979 and 1981, after having 


Eto | 


decreased in 1978 and stagnated in 1977 following an annual average growth rate of 57% in the gross 
domestic product during the period 1951 to 1976. 

Moreover, the scanty growth recorded in 1982 was due almost entirely to the performance of 
the gross domestic product in the first quarter of the year (when it rose at a rate of 5% with respect to 
the same period in 1981), since in the second quarter it contracted slightly, in the third quarter it grew 
by only 1%, and in the fourth quarter jt experienced a significant decrease (-3%). Thus, not only was 
the period of economic recovery left behind but everything began to point to the worst recession in 
the Peruvian economy in this century —a recession which was already clearly apparent in the first 
months in 1983. 

The lack of dynamism of the gross domestic product was the result of declines in fishing (-8%), 
manufacturing (-2%) and commerce (-3%) which continued throughout the year. On the other hand, 
it was kept from stagnating completely by increased activity in a few sectors, especially agriculture 
(3% growth), mining (7%) and construction (2%). 

In combination with the unfavourable course followed by the gross domestic product there was 
a contraction of 4% in imports of goods and services, as a result of which total supply, after having 
grown for 3 years, stagnated in 1982. As for total demand, the big expansion in exports was not 
enough to counterbalance a drop of over 17% in final domestic demand. 

Although in 1981 and 1982 the results obtained in the production field were significantly 
different, those in the fiscal, monetary and external sectors, as well as the rate of inflation, do not 
seem to have changed much from one year to the other. In both years, the public sector deficit 
(expressed as a percentage of the gross domestic product) was 8.8%; the growth of total real liquidity 
was close to 2%; the deficit on the current account of the balance of payments remained around 
US$ 1 680 million (exports of goods and services grew by less than 0.5%, while imports fell by onlya 
little more than 1%), and finally, the annual accumulated rate of inflation was 73% in both years. 

Those marked similarities between 1981 and 1982, however, conceal enormous differences, 
without which it would be impossible to explain the change already referred to in the economic 
growth rate. 

Thus, although the public deficit as a percentage of the product did not vary between 1981 and 
1982, that of the central government fell significantly (from 4.9% to 3.9% of the product), whereas 
that of the rest of the public sector showed corresponding growth (from 3.9% to 4.9% of the product 
or from 44% to 55% of the total public sector deficit). Moreover, there was a change in the origin of 
financing the total deficit, in that there was a significant contraction in financing of domestic origin, 
while financing from the exterior grew rapidly. 
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Similarly, although the increase in total real liquidity was practically the same in both years, 
liquidity in national currency contracted very markedly (-9%) after showing a moderate cae 
(3%) in 1981, while the process of “dollarization” of the Peruvian monetary system, which he vere 
interrupted in 1981 when the rate of devaluation fell and real interest rates rose, revived drastically in 
1982 when both these trends were reversed. oe ne domestic credit, which in 1981 was nearly 

higher than in 1980, grew by only 3% during 1982. 

30% Thirdly, although the eae on current account was the same in 1981 and 1982, net payments 
for factor services rose by 99%. Much more important, however, was the fact that the capital account 
balance doubled in 1982, so that the net international reserves rose by over US$ 130 million in 
contrast with the decrease of US$ 500 million experienced in 1981. 

Finally, although the total rise in the consumer price index in 1982 was equal to that of 1981, 
price rises began to accelerate as from the third quarter, so that the equivalent annual rate of the price 
increase in the third quarter was 85%, whereas in the second quarter it had been 60%. In addition, in 


Table 1 
PERU: MAIN ECONOMIC INDICATORS 


Peer T 
1977 1973 >... 1979 1980 1981  1982* 


A. Basic economic indicators 
Gross domestic product at market 


prices (millions of 1970 dollars) 11091 11035 11491 11932 12395 12 446 
Population (millions of inhabitants) 16.3 16.7 17.2 17.6 18.1 18.6 
Per capita gross domestic product 

(1970 dollars) 683 661 670 677 684 668 


Growth rates 
B. Short-run economic indicators 


Gross domestic product -0.1 -0.5 4.1 3.8 aD 0.4 
Per capita gross domestic product -2.7 -3.1 1.3 1.0 1.0 -2.3 
Real gross domestic income -0.7 -2.4 WI 49 Lez -1.0 
Terms of trade (goods and services) -7.0 -15.3 31.1 8.8 -9.5 -6.8 
Current value of exports of goods 
and services Zeal 127 70.8 13.4 -13.7 0.4 
Current value of imports of goods 
and services 2.4 -23.0 20.8 55.4 23.6 -14 
Consumer prices 
December-December 32.4 IST 66.7 60.8 IeAT 729 
Variation between annual averages 38.1 57.8 67.7 po 75.4 64.5 
Money (M,) a 43.9 78.4 70.2 46.2 36.8 
Real remunerations“ 
Salaries -12.5 -14.6 -8.7 7A ile 7.6 
Wages . -15.6 -9.9 -3.2 a9 -2.0 1.4 
Rate of unemployment“* 8.4 8.0 6.5 7.1 6.8 6.4 
Current income of government 38.3 71.1 109.1 84.6 49.5 63.6 
Total expenditure of government 45.9 49.7 68.2 97.6 67.1 56.9 
Fiscal deficit/total expenditure of government® 33.9 24.4 6.0 £222 21.4 17.8 


Millions of dollars 
C. External sector 


Trade balance (goods and services) -557 BEM elas s, 763 -795 -710 
Balance on current account -976 -224 663 -72 -1680 -1675 
Variation in international reserves 60 6 1 066 607 -649 87 
External debt 8 534 9 291 9 301 9 561 9673 11611 


Source: ECLA, on the basis of official figures. 
, Preliminary figures. 
Gross domestic product plus terms-of-trade effect. 
“See table 18 for the month considered in each year. 
Percentages. 
jpata relating to Metropolitan Lima. See table 9 for the period considered in each year. 
Total public and private external debt, both short and long term. 
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Figure 1 
PERU: MAIN ECONOMIC INDICATORS 
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Source: ECLA, on the basis of official information. 
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the first two quarters of the year the rise in food prices was less than the overall average and the same 
as it in the third quarter, but in the last three months of the year food prices grew nearly 50% fas oe 
than the overall index. Together with this increase, which particularly affected the poor, there was a 
worsening of the employment situation. at ae Coe > ; 

Thus, there were undoubtedly changes of considerable magnitude in the Peruvian economy 
during 1982 which were largely the result of changes in the official economic policy. Although these 
policy changes achieved their objectives with regard to the instruments available to the economic 
authority (devaluation, domestic credit, financing of the public sector), they did not have the expected 
results in terms ofthe reduction of the fiscal deficit or inflation, and moreover they did not promote 
the growth of national production. . 

Since the present government took power, the economic policy has generally speaking tended 
to liberalize the economy, giving greater importance to the private sector and to the operation of the 
markets. Thus, although without going to extremes, it has followed recent trends of some other Latin 
American countries, especially in the Southern Cone. The liberalization of foreign trade, the attempt 
to apply the same policy to the financial sector, the reduction of price controls, the stress laid on the 
need to reduce the size of the public entrepreneurial sector and thé rise in interest rates are the 
features which have characterized economic management in Peru in the past three years. 

However, there has been a notable contrast between these liberal proposals and the existence of 
a public sector which shows a large and growing deficit. The most probable hypothesis for explaining 
this apparent contradiction is that the big changes brought about by the measures taken to liberalize 
the economy affected the position of different population groups and the government has tried to 
compensate all these groups by resorting to public expenditure, thereby opening a gap between fiscal 
policy-and the rest of the economic policy. The problem in respect of the public sector deficit was 
aggravated, furthermore, by the inflexibility shown for very diverse reasons by public expenditure 
(including, for example, the continuation of gigantic but not always profitable investment projects 
initiated by the previous government). 

The economic policy followed during 1982 fell into the general framework described in so far as 
its broader approaches and goals were concerned. In more specific aspects, however, there was a 
radical change in its focus from that of the preceding year. In 1981 its central objective had been the 
reduction of the rate of inflation, but in 1982 the aim was the control of the external accounts. 

Thus the process of devaluation, which in 1981 had been slow in comparison with the rate of 
inflation, greatly accelerated in 1982 to a rate (95 %) far surpassing both domestic inflation and the 
difference between the rates of domestic and external inflation.' 

In addition to the acceleration in the rate of devaluation, which made it possible to recover much 
of the parity lost by the sol in 1981 and up to March 1982, the other central element in the economic 
policy was the contraction of liquidity in real terms. As already indicated, total money, plus quasi- 
money, in national currency contracted by 9% in real terms between December 1981 and December 
1982. 

The strict control of liquidity was reflected in a severe shortage of soles in the local financial 
market, which induced the economic agents to obtain funds from the exterior in considerable 
amounts. In addition, a large proportion of the few soles available were utilized for speculative 
purposes, in view of the high yields to be had from deposits in foreign currency.’ 

Thus, enterprises were increasingly forced to have recourse to credits expressed in dollars, with 
the result that the latter's share in the total indebtedness of the enterprises rose rapidly, causing a 
drastic increase in the cost of credit financing. Moreover, this cost rose, on average, much more 
quickly than the enterprises’ level of income, since the rate of devaluation exceeded that of inflation, 
resulting in growing instability and uncertainty in the situation of both the enterprises and banks. 

; The level of domestic activity was naturally influenced by such factors, aggravated by the 
persistence of low levels of purchasing power. Proof of this lies in the virtual stagnation of the private 


sector's domestic expenditure on final consumption, after this had expanded by 5% in 1980 and 4% 
in 1981. 


' The exchange rate varied from 507 soles per dollar at the end of 1981 to 990 soles per dollar at the end of 1982. 

2 The attractiveness of a dollar deposit is apparent from the fact that while the actual rate of yield of a deposit in soles was only slightly 
less than the rate of inflation (close to 71%, resulting from an annual nominal rate of 55% capitalized a number of times a year), dollars offered 
yields, in terms of soles, of 95% as a result of devaluation alone, to which the prevailing interest rate must be added. The result was that, in real 
terms, the share of foreign currency deposits in total liquidity rose from 28% in 1981 to 35% in 1982. 


552 


PERU 


_— In addition to all the foregoing, there were also a number of factors of external origin. The 
_ deterioration in the economic situation of the region and of the world in general was reflected both in 
_ the low levels of external demand in the very low international prices, as well as in the frequent 
_ resurgence of protectionist tendencies. 
_____ The continuation (although it was not actually increased) of the policy of trade liberalization 
also continued to cause serious problems for various industrial activities.? In addition, and perhaps 
_ because it easily passed unnoticed amidst the large volume of imported consumer goods, smuggling 
reached quite high levels in many cases. 
/ Naturally, the resulting stagnation of economic activity tended to relieve the pressure on the 
__ balance of payments. Thus, the demand for imported inputs contracted when the level of domestic 
e activity fell, while the decline in local purchasing power reduced the demand for imported consumer 
_ goods, at the same time increasing the need for entrepreneurs to sell in the exterior. 
“ Although all the factors mentioned above played a role in controlling the inflationary process to 
some extent, prices were stimulated from another angle, i.e., through the process of devaluation and 
__ an increasingly noticeable state of “inflationary inertia’. 
Ze While the private sector was affected by the problems described, the public sector suffered from 
difficulties of another kind. After having been very small in 1979, its deficit grew in 1980 and again in 
~ 1981, finally representing, as already noted, 8.8% of the gross domestic product. In 1982 it remained 
at that same level although, unlike the preceding year, the deficit of the public enterprises was 
considerably higher than that of the central government. This was largely due to the maintenance of 
the subsidies on the consumption of the goods they marketed, to an investment programme which in 
“some cases was out of proportion to the prevailing conditions, and to delays in transfers from the 
central government to the enterprises. 

As for the financing of the public deficit, the agreement entered into with the International 
Monetary Fund in June placed specific limits on this. In so far as long-term external financing was 
concerned, the limit of US$ 1.1 billion was respected. The restrictions on domestic financing were 
also observed: while this type of financing covered 70% of the public deficit in 1981 and was the 
equivalent of 6% of the gross domestic product, in 1982 it covered only 11% of the deficit and was 
equivalent to 1% of the product. 

However, aided by the fact that the agreement referred to did not specify limits with regard to 


) 
2 the use of short-term external indebtedness, the public sector made intense use of this. Thus, in 


addition to the high growth rates of the long-term external debt, both public (17%) and private 
(10%), the short-term external debt expanded by one-third after having grown at the rate of only 5% 
in 1980 and 1981. These growth rates represented a turnabout with regard to the previous trends, 
considering that the total external debt grew by 20% in 1982 by comparison to only 1% in 1981 and 
3% in 1980. 

In view of the exaggerated use of short-term financing, especially on the part of the public 
enterprises, certain controls were imposed in the final months of the year to avoid the rapid 
deterioration of the external debt profile, in respect both of cost and of repayment periods. The 
results were successful, but were achieved at the cost of the acceleration of the rate of long-term 
indebtedness of the public sector at the end of the year. 

The resulting increase in the entry of capital into the country made it possible to increase the 
amount of the net international reserves in 1982, as already mentioned. 


2. Trends in economic activity 


a) Total supply and demand 


As already noted, 1982 marked the end of the phase of recovery in economic activity begun in 
1979. Proof of this is that, after expanding at an average rate of 5.4% a year, total supply and demand 
now stagnated (see table 2). : 

The gross domestic product at market prices was only 0.4% higher than in 1981, although this 
was offset by the fall of 4% in imports after their rapid growth of recent years. 


3In those industrial branches which had to cope with strong competition from imports, significant drops in production were noted in 
1982. Thus, for example, in the paper industry there was a reduction of -35%; in the non-electrical machinery branch, one of -32%; in the 
footwear industry one of -30%; in the electrical machinery and equipment branch, one of -20%, and in the textile industry, one of -7%. 
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As for total demand, one of its most notable features was the drop of more than 1% recorded in 
the domestic demand following its annual growth of 9% in 1980 and 7% in 1981. Gross fixed 
investment also contracted by 1%, after having increased by 15% a year in the preceding three-year 
period. The restrictions imposed throughout the year on the level of public sector investment playeda 
decisive part in that decrease. 

Total consumption, for its part, expanded by slightly more than 1% after having grown by 5% 
in 1981. This result was caused by the opposing tendencies of its components, since private 
consumption stagnated (as a result of the deterioration in the spending capacity of the economic 
agents), while general government consumption expenditure, after having decreased its rate of 
growth from 11% in 1980 to 3% in 1981, grew at the rate of 7% in 1982. Although paradoxical in 
view of the decrease in public expenditure on investment, this increase is consistent with the 
hypothesis concerning the use of the fiscal policy suggested in the preceding section. 

Finally, after having fallen by 7% in the two preceding years, the real value of exports of goods 
and services grew by one-tenth, eliminating the need to reduce the total demand. 


b) Evolution of the main sectors ~: 


In 1982 substantial changes were noted in the course followed by the gross product of the 
various sectors of the economy. Mining, after having been the most backward sector (-4%) in 1981, 
became the most dynamic in 1982, when it grew by nearly 7%. Conversely, in agriculture and fishing 
the spectacular growth (11%) of 1981 gave way to a very moderate increase (2%) in 1982. However, 
the reactivation of the agricultural sector in 1981 had been due to some extent to the recovery froma 
severe drought. As for the expansion of the construction sector, it was very similar to that of the 
agricultural sector. Manufacturing, for its part, contracted by 2% after stagnating the previous year. 
In the services sector, however, there was a striking change in the rate of growth of commercial 
activity from 6% in 1981 to -3% in 1982 (see table 3). 


Table 2 
PERU: TOTAL SUPPLY AND DEMAND 


en nen 
Millions of dollars Percentage G h 
at 1970 prices breakdown PRES 
1980 1981 19827 1970 1982° 1979 1980 1981 1982 
Total supply 13 419 14092 14078 111.2 113.1 4.5 6.8 5.0 -0.1 
Gross domestic product at 
market prices 11932 12395 12446 100.0 100.0 4.1 3.8 3.9 0.4 
Imports of goods and 
services 1 487 1 697 1 632 bls? 13.1 8.9 4-538.6 14.1 -3.8 
Total demand 13 419 14092 14078 111.2 113.1 4.5 6.8 5.0 -0.1 
Domestic demand 1936" 12 FIG. 12 56! 97.1 100.9 2.9 8.8 6.5 =1.2 
Gross domestic investment 1 803 2 110 1 812 13.3 14.6 1.8 39.8 THO" aaa 
Gross fixed investment 1 810 2 088 2 061 1333 16.6 4.9 25.3 15.4 -1.3 
Public = ee = 3.6 24 18.3 = = 
Private fst atk c. 9.7 = 0.3 Ss 
Construction A = me 6.5 Hi a 
Machinery and equipment 3. = “ 6.8 iS 8.2 
Changes in stocks -7 22 -249 - -2.0 
Total consumption 10,133 a,10,606 .10\ 749)... 83.8 p486.5 3.0 4.7 4.7 1.4 
General government 1665 1 Jif OY SAD ha SLA ae oe) eas 321 7.2 
Private 8 468 8 889 $909" S724" 57 lo 49 3.6 Dh) 0.2 
Exports of goods and 
services 1 483 1 376 1517 14.1 12.2 17.4 -7.0 -7 2 10 3 


Source: ECLA, on the basis of figures supplied by the National Institute of Statistics. 
Preliminary figures. 


b . . . 
The figures for exports and imports of goods and services were taken from balance-of-payments data expressed in dollars at 
current prices, which were converted to constant 1970 values, using price indexes calculated by ECLA for the purpose. 
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j Table 3 
q PERU: GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC 
4 ACTIVITY, AT FACTOR COST 
ca : Millions of dollars Percentage 
at at 1970 prices breakdown roe Ennstes 
fy a 1980 1981 1982° 1970 1982* 1979 1980 1981 1982° 
~ Gross domestic product’ 10 947. 11332 11358 100.0 1000 41 3.8 3.5 0.2 
Z nie 
a Goods : 5007 5156 5202 492 448 52 #24 3.0 09 
_ Agriculture, hunting, forestry 
___and fishing 5 OG 082903. 4901 159367) 9 178: 2215.2) AdulurdD 1p slOW oe 2d? 
a Mining and quarrying 904 868 925 22, 80 91 O04 -40 66 
Manufacturing 2 osG. oe  227e 21.0 “196 Ad 57 On eae 
__ Construction 408 453 463 Pr 40 4.6 185 ii. 25 
_ Basic services BAUM ae WOT 219098, ARE. POSO9S! 5.2 52 T3eeR6 TOES 
_ Electricity, gas and water 164 175 183 0.9 LG6.aiy 7370 5 4p a Od: AGAO 
_ Transport, storage and 
communications 857 904 915 5.8 ae at Sling. Saari Sime ONS: 2 
* Other services 5354 5567 5609 459 484 28 44 40 0.8 
Wholesale and retail commerce, 
“restaurants and hotels 659) aaliga2dge U6) Seewil3.7i ot Ade © 6:2 499 meses 


= 
eS 


Financial establishments, 
insurance, real estate and 


business services Pae2 aee- a oe 12 I 2d ge RO DT, 
Ownership of dwellings 746 757 766 i Go 5 ee ee 

Community, social and personal 

services 26283 A240 B12 A08 a) 0 19.9. 2+.20.8'=) Fhe 9i55e 29 25 
Government services 1276. 1-319. 1.354. » 104. 11.7 . 04. ~-46 “34, 26 

Less: Imputed commission 

for banking services 241 274 309 1.8 21 Se Gr i238 


Source: ECLA, on the basis of figures supplied by the National Institute of Statistics. 

“Preliminary figures. 

» As the individual activities and the total were calculated separately, the sum of the former does not correspond exactly with 
the latter. 


i) The agricultural sector. After agricultural production experienced a notable turnabout in 
1981 with respect to the preceding years, expanding by over 11%, as it recovered from a severe 
drought, its growth rate fell to only 3% in 1982. Even this was concentrated in the first half of the 
year, for in the last quarter decreases were recorded in the production of both the crop farming and 
stock raising subsectors. Furthermore —unlike what occurred in 1981, when crop production 
increased more rapidly than stock raising— in 1982 the latter was the more dynamic (see table 4). 

Crop production expanded by 2% in 1982. Particularly notable was the sharp increase (by one- 
third) in the production of sugar cane, after it had declined at an average annual rate of 12% between 
1978 and 1981. The output of 7 million tons represented a return to normal production levels. The 
lag in the recovery of this crop with respect to the others (which recovered totally in 1981) was due to 
the fact that it took more time to overcome the effects of the drought. 

Rice, whose domestic sales continued to be subsidized in large measure, was the second most 
dynamic crop, its production expanding by 8%. This growth, combined with the very big upturn 
(70%) in 1981, resulted in the highest production levels for the past decade. Especially significant 
was the increase recorded in the productive areas of the jungle region, where both the area sown and 
the yields achieved per hectare were greater thanks to the strong credit support from the Agrarian 
Bank, the favourable price policy followed by ECASA, * and the rise in the price of rice with respect to 
that of cotton, whtich resulted in its widespread substitution for that crop. 


4Empresa Publica Comercializadora del Arroz, S.A. 
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Production of potatoes (the crop of greatest value in the country) increased by 5% during 1982. 
However, production on the coast (equal to one-fourth of the total output of potatoes) decreased by 
one-third because of the low prices paid to producers at the end of 1981. Production in the highlands, 
for its part, increased by 11% as a result of the regularization of the water supply in the valleys of the 
region. 

= This regularization, together with the replacement of cotton crops, favoured the production of 
maize, which expanded by 7%, thus practically returning to its level of 1979. Moreover, coffee 
production increased for the first time since 1979. 

Production of cotton, wheat and some other crops experienced declines in 1982. That of cotton, 
after having expanded uninterruptedly for a number of years, contracted by 10%, the most immediate 
cause being the substantial reduction in the areas sown because the drop in the international price of 
this fibre and the strong composition from imported textiles gave impetus to substitution by other 
crops. Wheat production, for its part, after having risen by over 50% in 1981, fell by 15% in 1982, 
primarily on account of the decline in the amount sown because less water was available in the north 
of the country. 

Livestock production showed a growth rate of 5% in 1982: only half that recorded the year 
before (see table 4). As in 1980 and 1981, the category with the most dynamic production was poultry, 
which grew by 12% so that its volume exceeded that obtained only three years previously by 73%. A 
decisive factor in that development was the change in the composition of the demand for meat, with 
poultry representing almost one-third of total national meat consumption in 1982 as opposed to one- 
fourth in 1980. 


Table 4 
PERU: INDICATORS OF AGRICULTURAL PRODUCTION 


ESSE >= sang nSSnS 


1978 1979 1980 1981 19827 Growth rates 
1979 1980 1981 1982" 


a 


Indexes of agricultural 


production’ (1977 = 100) 97:4 100.5 *—95.1 195.9 109.1 —~3.0-~-—--5.5- Fee 
Crop farming 98.2 103.1 943 105.8 108.1 5.0% 38? “122 24 
Stock-raising 95.9 95.0 964 105.9 1110  -1.0 i 9.9 4.8 
Production of the 
main crops‘ 
Potatoes 1.713, 7160) 380 TOS al cone 0.2... -19.6. _ 23.6 Ses 
Rice 468 558 420 TAP 766 19.2 -246 69.4 7.6 
Cotton 187 243 256 286 27 + 299 5.4 1S Shoe 
Coffee 83 104 95 95 Spt MO2 52 -8.5 0.0 21 
Maize 6231s 6463) 1453) 2058 TeornG25 3.Jorn 22992296 6.5 
Sugar cane 7-970. 7.034 5.598,_5 129. 6725.9-11.7,,.-204 84 31.1 
Beans 42 42 po) 44 42 0.2 ad 109 * - ato 
Wheat 113 104 77 119 101 -7.2 -26.1 53:8. =15ah 
Sorghum D2 54 35, 44 38 50g 26.6 -13.6 
Soya beans 5 ? 11 14 8.- 37.B81°507) 930.8) 1 aee 
Production of the main 
livestock products‘ 
Beef 89 87 84 90 9s >i stvook 32 ree) tA 
Pork 53 53 55 59 59.0.9, 4.8 7.6 0.0 
Mutton 23 fu) 21 19 20 0.9 -8.8 -9.2 Se, 
Poultry meat 119118 4a OS TART 205" CLG Ns a eee 
Fresh milk 822 824 780 785 805 0.2 -5.3 0.6 2.5 
Eggs 58°55 << OO sro 64op9 6 Oe A Tag Nae GBiand ans 


Source: Ministry of Agriculture. 

“Preliminary figures. 

Calculated on the basis of values at 1973 prices. 
“Thousands of tons. 
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Mutton, although not very important in total livestock production, was the second most 
dynamic ategory. The regularization of the volume of water in the highlands made more pasturage 


7, 


Eire: 
Ca’ 


Generally speaking, the evolution of the agricultural sector in 1982 was characterized by a 
substantial decline in the use of fertilizers, minor variations in the area harvested, the recurrence of 
_ drought on the coast during the first half of the year, and the drop in real values in the credit granted 
_ to the sector. pa Rett 

Owing both to the drop in the production of cotton (which makes intensive use of fertilizers) 
and to problems in the supply of urea by PETROPERU and of island guano by PESCAPERU, the sale of 

__ fertilizers fell by 28% in 1982. 

_ The total area harvested in the country was a little over 2% higher in 1982 than in 1981. This 
was partly due to the fact that the substantial increases in the harvested area for some products, such 
a as sugar cane (25%), starch maize (13%), rice (12%) and potatoes (8%) was to a large extent 


counterbalanced by the notable reduction in the area given over to the cultivation of other products, 
3 such as soybeans (-43%), wheat (-18%), cotton (-14%) and sorghum (-13%). Moreover, the slight 
expansion in the area harvested at the national level concealed big variations at the regional level. 
z. Thus, the area harvested in the north coast departments of Tumbes, Piura, Lambayeque, La Libertad 
,» and Ancash contracted by 11%, whereas there was an increase of 13% in the departments of the 
_ southern sierra (Ayacucho, Apurimac, Cuzco and Puno) and 19% in the jungle region (departments 
“of Amazonas, San Martin, Loreto, Ucayali and Madre de Dios). On the other hana, during 1982 there 
__was an increase of 14 000 hectares of arable land at the national level and 5 000 new hectares were 
incorporated through various public works. 
= The drought which affected the Peruvian coast for a number of years, and whose disappearance 
in 1981 was largely responsible for the marked upturn in crop production that year, reappeared 
briefly but intensely in 1982. This was reflected in the fact that the total flow of the critical and 
 semicritical coastal rivers> was equivalent to only three-fourths that registered in 1981. This drop in 
the water supply was concentrated in February, March and April, when the total flow of the rivers 
= referred to was only 53% of that recorded in the same period in 1981. 
= Finally, during the period August 1981 to July 1982, the total real credit granted by the Banco 
Agrario to crop raising fell by 12% with respect to the same period in 1980-1981. The main 
restrictions affected loans for the cultivation of wheat (-45%), coffee (-42%) and sugar cane and 
cotton (one-third in each case). Growth was shown only by the financing granted for the cultivation 
of rice (17%).® Furthermore, the planted area financed by the Banco Agrario during 1982,’ fell by 
4%. 

ii) The fisheries sector. In 1982 the real value of the fishery product dropped by 6%,° this 
being the third consecutive year in which it decreased. However, unlike in 1981, when the volume 
extracted remained stable, in 1982 it expanded by 28%. In particular, the catch of fish for the 
manufacture of fish meal and oil (indirect hoaman consumption) grew by 55 %; on the other hand, that 
intended for direct human consumption went down by one-third. Since the latter constitutes the 
larger share in the total value of the ocean catch (60% in 1982, and as high as 80% in 1980), its decline 
was responsible for the drop in the total value of the fishery product. The drop in the catch for direct 
human consumption followed another drop of 12% in 1981. This negative trend was in marked 
contrast with that of the five-year period prior to 1981, when the average annual growth rate 
bordered on 27% (see table 5). 

The unfavourable situation with regard to external markets had a significant influence on the 
catch of fish intended for both the frozen and canned fish industries. In the former case, a decline of 
over 50% was recorded for the second year running, so that the total catch in this category was 


5Rivers whose average flow is just about equal to the needs of the valleys they water are called “critical”; those in which the ratio of 


average flow to needs is somewhat greater but still close to unity are called “semi-critical”. 
6This, together with the credit for the cotton and potato crops, represented 177% of the financing granted by the Banco Agrario. 
7Le., the land cultivated with credit support from the Banco Agrario. Note that this figure refers to the period January to December, 


rather than the period August to July covered by the data given earlier. 
SS ob the 0 eel fishery catch, whose value in 1982 was the equivalent of 7% of the total catch and was 28% lower than in 1981. 
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equivalent to only one-fifth of that obtained in 1980.° This result was influenced by the measures for 
preserving hake (on which the frozen fish industry is primarily based) and the severe financial crisis 
in the fishery enterprises. As for the catch for the canning industry (60% of the total volume of the 
production of fish for direct human consumption), it also shrank very significantly (-38%). It had 
stagnated in 1981, after having expanded at an average annual rate of over 50% between 1978 and 
1980. This decline meant that it was impossible to achieve even half of the programmed goal. Because 
of the external problems referred to, which were caused by the recovery of sardine fishing in South 
Africa (as a result of which that market was closed to Peruvian products) and the sharp increase in 
competition from Japanese products on European markets, a large share of the sardine catch went 
instead to the manufacture of fish meal and oil. 

Fishing for the preparation of dried, salted fish, which is carried out on an artisanal basis and on 
the north coast in particular, also fell (-6%). The only category for direct human consumption which 
followed a positive course was fresh fish, which grew by 5% after having experienced successive 
declines in the precedifig two years. This category represents close to three-quarters of the domestic 
consumption of fish, which has increased considerably in recent years. '° 

In contrast with the case of fishing for direct human consumption, the volume of fish for 
indirect human consumption expanded at a rate of 55%, thus regaining the catch levels of 1978 and 
1979 following the substantial decline in 1980 and the small recovery in 1981. 

The anchoveta catch increased by 41% in 1982, following an increase of 70% the preceding 
year, with the result that it constituted exactly half the total tonnage fished in 1982 and 25% of the 
total value. In 1980 the corresponding figures were only 27% and 9%, respectively. In spite of its 
expansion, however, the anchoveta catch in 1982 was only one-seventh that of 1970. The main cause 
for the expansion in 1982 was the opening-up of new fishing grounds off the central and north coast 
after six years in which fishing was prohibited north of 17 degrees latitude south (in the extreme 
south of the country). 

However, in the final quarter of the year, the “El Nifio” ocean current made its appearance, as it 
had done in 1972, when, in combination with overfishing, it contributed to the crisis in the sector. 
This phenomenon, which consists of the warming of the coastal waters, ' drove the anchoveta away, 


Table 5 
PERU: INDICATORS OF FISHERY PRODUCTION 


Growth rates 


1978 1979 1980 1981 1982* ————————— 
1979 1980 1981 1982* 


Index of fishery 


production” a 100) 13233 14955- 140.2 -9136.4" 12527 14.0 -2.2 -8.8 -6.1 
Total deep-sea fishing 3 431 3640 2697 2701 3 453 6.1259 0.1 27.8 
For direct human 
consumption SIOWRTSIS! HaDAl 851 586: °22:5: -28.errl24;o-3R8 
Fresh fish 176 177 156 147 155 04 -119 -58 5.4 
Frozen fish 191 20) 220 - 106 49 3.1 96 -518 -53.8 
Canned fish 238 345 567 566" 552 45.2 O82 OP are 
Salted dry fish 14 35 28 32 30 1462 -196 143 -6.3 
Indirect human consumption? 2812 2882 1726 1850 2 867 2.5 -40.1 12, ae 
Anchoveta 1 187 1363 720 1225 1726 148 -472 70.1 409 
Other species 1625 1519 1006 625 1141 -65 -338 -37.9 82.6 


Source: Ministry of Fisheries. 
» Preliminary figures. 
Calculated on the basis of values at 1973 prices. 


“Only deep-sea fishing, which represents close to 93% of the total fishery output. 
Thousands of tons. 


an addition, its share in the total value of deep-sea fishing, which was 20% in 1980, amounted to barely 5% in 1982 
1 . . . . : 
Fish consumption has grown from 7 kg per capita in 1970 to 12 kg in 1982, when it amounted to one-third of meat consumption. 
Indeed, in 1980 per capita consumption of fish was 14 kg, and its share in total meat consumption was 39%. 

aap this seems occurs every year, in 1982 its magnitude was out of all proportion to what it normally is, in terms of both 
its geographic extension and its intensity and duration. For example, early in December the coastal water te ture off i i 
Peruvian fishing port) was 6 degrees higher than normal. Eons easy easement 


558 


¢ 
: 


q 
4 


hs 


tp 


ca 


a 


PERU 


an Table 6 


PERU: INDICATORS OF MINING PRODUCTION 


q — 


Growth rates 


TE RE Sy V7 MRI Ty PP banana 
1979 1980 1981 1982" 


Index of mining production’ 

(1977 = 100) WD pose 2222 eyed Be2ig lL 5 Arcee 123;7, tole e135) -2.4 e2 
Mining of metals LOS.B StS. 10640 108.6. 21176 54 -46 — -2.6 8.7 
Petroleum Poo gee 2144. 21h. 215.9" 27 to =) il 

Mining of metals‘ ; | 
Copper 376 aah 367 342 370 > aa seams or 8.0 
Lead : 183 184 189 193 212 0.7 2.8 eS) whe) 

- Silver 3 3)/2 PL S64 S193 928 AGO A V654 7nd 2.0 DT set P29) 
Zinc 458 491 488 499 555 Terme Os 2:3 Lev 

___ Iron ore 2 2ideo03 622 23 180.4008... 3.767... 10.6 4.4 6.0 -6.0 
Zs Petroleum‘ 55.1 70.0 714 70.4 Le e270 2.0 -13 eal 


_ Source: Ministry of Energy and Mines and Central Reserve Bank of Peru. 
__ “Preliminary figures. 


Calculated on the basis of values at 1973 Prices. 


‘ seni tie’ 
thousands of tons, unless otherwise indicated. 
Tons. 


; “Millions of barrels. 


and for that reason it was impossible to secure a bigger increase in the volume caught.!* Thus, 
although in the first three-quarters of 1982 the catch was 57% greater than in the same period of 
1981, in the fourth quarter it was 22% smaller. 

On the other hand, after three years of continuous declines, the catch of other species for the 
preparation of fish meal and oil grew by over 80% during 1982. Unlike what had happened in the 
case of anchoveta, there was an upturn in the catch of those species even during the final quarter of 
the year. 

During the year the enterprises in the fishery sector experienced severe financial crises due 
partly to the problems relating to external markets and partly to other problems such as the excessive 
indebtedness of some of them and the over-staffing and excessive size of the infrastructure of 
PESCAPERU, the public enterprise operating in this sector. The foregoing was reflected, for example, 
in the very low coefficient of utilization of the installed capacity of the processing enterprises (17% 
on average), especially in the canning and frozen fish factories. 

In response, on the one hand the government adopted specific measures in support of the 
enterprises of the private sector, such as exemption from the payment of the taxes resulting from the 
revaluation of their fixed assets (August) and the possibility of paying overdue taxes in installments 
(October). On the other hand, efforts to improve the situation regarding PESCAPERU were undertaken 
within the discussion on the new fisheries law held throughout the year. This law will also provide for 
general measures aimed at revitalizing the sector and at preserving marine species and for the 
provision of decided support for artisanal fishing. The latter has been an essential component of 
official fisheries policy, and it was manifested in 1982, inter alia, in measures for the purchase of 
vessels especially designed for this type of fishing and in the construction of basic unloading, storage 
and distribution infrastructure units in various cities. 

iii) The mining sector. The mining sector was the most dynamic sector in the economy during 
the year. After successive contractions in 1980 and 1981, its production expanded by 7% in 1982, 
returning to its value of 1979. The output of the metal mining subsector (which represents four-fifths 
of the total value of mining production) grew by 9%, while that of petroleum grew by only 1% (see 
table 6). 

The extraction of silver was the most dynamic item among the various minerals, since it 
expanded by 13% —equivalent to the total accumulated increase in production in the four preceding 


12 This phenomenon also had other consequences such as the death of over one million seabirds which produce guano, since they depend 
on anchoveta for food. In addition, the fat content of sardines was reduced, which meant that less oil was recovered, 
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years. This increase was possible thanks to the public measures adopted to promote the mining of 
silver and to the fact that silver is largely a by-product of zinc, lead and copper, whose production also 
expanded significantly. 1 id 

Lead mining grew by 10% after recording very modest growth rates in the preceding years: 
indeed, this increased activity was the equivalent of the total increase in production in the five-year 
period 1977-1981. This was due partly to the solving of labour disputes and the entry into operation 
of enlargements in the installed capacity of the medium-scale mining sector. lier 

Production of copper (by far the most important mineral in Peru) '3 increased by 8% in spite of 
the fact that its international price in real terms was the lowest recorded in thirty years. The upturn in 
production occurred after the decreases of 8% in 1980 and 7% in 1981, which explains why 
production was still 7% below the maximum tonnage obtained (in 1979). This result was partly due 
to the solving of the labour disputes in the Southern Peru Copper Corp.,!4 which produces roughly 
three-quarters of Peruvian copper, and another important factor was the conclusion of the project to 
extend the Cobriza mine (belonging to CENTROMIN) in the department of Huancavelica. This latter 
event resulted in the first significant increase in the production of Peruvian copper in six years. 

Finally, the production of iron ore, after having risen in the past three years, dropped by 6% in 
1982. This was the only mineral whose production deteriorated during the year. This was due 
basically to the contraction of the construction sector, both domestically and in terms of external 
demand. 4 

Petroleum production, for its part, virtually stagnated for the third consecutive year (see 
table 6). The 1% expansion experienced during the year brought the total increase between 1980 and 
1982 to less than 2%, which is in sharp contrast to the growth experienced in the three-year period 
1977-1979, in which the total accumulative growth amounted to 150%. 

In spite of the fact that at the beginning of the year it was announced that average production 
would be 230 000 barrels a day, the figure actually achieved was only 194 900, the largest production 
was achieved during the third quarter, when.slightly more than 201 000 barrels a day was achieved. 
One-third of the total produced came from the north-west coast and two-thirds from the north- 
eastern jungle. The production of the Occidental Petroleum Company fell by 9% to 95 400 barrels a 
day, due to technical problems, but PETROPERU increased its production by more than 28%, exceeding 
53 000 barrels a day. The entry into operation in the middle of the year of the Nueva Esperanza 
auxiliary pipeline was a contributing factor in that increase. 

Finally, proven petroleum reserves rose to 874 million barrels, by comparison with the 801 
million barrels estimated in 1980 and the 854 million barrels in 1981. In addition, there was 
confirmation of the existence of approximately 1.5 billion barrels of heavy petroleum in the fields 
whose exploitation has been contracted with Occidental Petroleum (in the jungle). Although this 
petroleum is not immediately exploitable, it constitutes an important potential reserve. All this was 
the result of an intensification of the exploration process, not only in the currently productive areas 
but also in the southern jungle. Thus, whereas in 1979 three exploratory wells were excavated and 
only two in 1980, in 1981 the number of such wells rose to 17, and after the first three quarters of 1982 
it had already reached 21. Even so, this was far below the maximum achieved in 1974 (39 wells) and 
1975 (46 wells). 

The increase in mining production during 1982, which occurred in spite of the persistence of 
negative external factors (low prices and depressed demand levels), was favoured on the other hand 
by the significant reduction in labour problems, the measures taken by the government to alleviate 
the difficult financial situation of the sector, and the entry into operation of some extensions (such as 
that of the Cobriza copper mine mentioned above). 

The strikes affecting the sector decreased from 156 in 1981 to 129 in 1982. Of still greater 
importance, however, was the fact that there was a decrease of one-third in the number of workers 
who participated in them and of 37% in the number of man-hours lost. 

_As regards public management, efforts were continued to give greater dynamism in the 
medium term to the mining sector by supporting private national and foreign investment. Thus, in 


It nA Nee 5s : ; ; : 
s production represented 47% of the total value of mining output in 1982, by comparison with the share of 34% made up of lead, 
silver, zinc and iron ore, taken together. 


'4 At its Toquepala and Cuajones mines, the number of days of strike fell from 56 to 53, respectively, in 1981 to 18 and 4 in 1982, which 
was reflected in a production increase of some 30 000 tons. i 
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July. the regulations for the General Mining Law were approved. Nevertheless, in view of the 
_ Seriousness of the situation in the short run, some more specific measures were put into practice. 
In view of the negative effect which the decrease in the prices of their products had on the 
_ financial position of mining concerns, the government announced that the stability and protection of 
j small and medium-sized mining companies were in the national interest and declared that section of 
_ the industry to be in a state of emergency. In that connection, the Mining Consolidation Fund !> was 
_ established to support the producers financially. This Fund, whose approved resources amount to 
~ US$ 120 million, granted credits of up to half the value of export shipments, at promotional interest 
F rates. ‘6 ¥ 
a Recourse was also had to tax measures to relieve the situation of the enterprises in the sector. 
_ On the one hand, the government granted the medium-sized mining industry six months’ exemption 
_ from the payment of the tax on wages and on exports. On the other hand, the gradual reduction of the 
__ -tax on exports of hydrocarbons and exports of the large-scale mining industry continued, with the 
_ tate dropping from 11% to 7%."’ The tax on exports of silver from medium-sized mines also fell, 
from 8% to 4%. 

In spite of the foregoing, it was impossible to save the large-scale mining enterprises 
(MINEROPERU, CENTROMIN, HIERROPERU and the privately-owned Southern Peru Copper 
Corporation) from having to endure a difficult financial situation made worse by the debt burden. !8 
Because of this it was necessary to cancel a number of investment projects initially programmed for 
~ 1982, such as CENTROMIN’s Toromocho copper project and its Puerto Maldonado gold project and the 
' project to expand Southern Peru Copper Corporation’s Toquepala mine. 

iv) Manufacturing. The contraction in manufacturing production played an important role in 
the stagnation which affected the economy in 1982. After having grown at an acceptable rate (close to 
5% a year) in 1979 and 1980 and having stagnated in 1981, the index of the physical volume of 
manufacturing production contracted by more than 2% in 1982, this trend being intensified in the 
final quarter (see table 7). Moreover, the gravity of the situation may be appreciated from the fact 
that, during the first half of the year, authorized private investment in the sector dropped by 30% in 
nominal terms compared with the same period in 1981, in spite of the fact that the General Law on 
Industry came into force in April. 

Information for 1982 is available on the changes experienced by the physical production of 
22 of the 28 branches covered by statistics on the Peruvian manufacturing sector. Positive growth 
was reported in only 9 of these, while in the remaining 13 production contracted. 

The common denominator of most of these reductions was that they were the result of the 
enforcement of the import liberalization policy, which reduced the capacity of many national 
industries to maintain a normal pace of operation and a sound financial position. The industries 
affected included those producing paper (whichcontracted by 35%), non-electrical machinery 
(-32%), footwear (-30%), electrical machinery and equipment (-20%), textiles (-7 %) and transport 
equipment (-4%). 

In the textile industry there were also some serious labour problems and growing difficulties in 
: penetrating external markets. Although these difficulties were not spectacular by comparison with 

those of the other industries referred to, the drop in production was significant both because —unlike 

what happened in some industries— it came on top of a year of stagnation (1981), preceded by 

another year of contraction (-5% in 1980), and because of the size of this industry by comparison to 

the rest of the manufacturing sector (it accounts for 8% of the value of national manufacturing 
, production and employs 13% of the industrial labour force). !° 

As for the footwear industry, the decrease in its production was also due, among other factors, to 
problems of raw materials supply, the great volume of contraband and the unusually high level of the 
production of unregistered enterprises. 7° 


15 Established late in 1981 and enlarged in July 1982. , Ta 
16 These rates are variable and are set in accordance with the international prices of the product in question prevailing in the preceding 
uarter. rs 
i The rate of this tax was 17.5% until early in 1981. The tax was scheduled to be eliminated in June 1983. aa 
18 For example, CENTROMIN's total debt with the banks rose by 55% in 1982 to over US$ 380 million. A quarter of this increase 
related to short-term debts. 
19 According to data for 1979. ; “es 7 
20[t is estimated that the output of these enterprises might constitute half the national production, and it is not shown in the statistics. 
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The saturation of the domestic market for home electrical appliances, caused in part by imports, 
was also one of the factors which brought about the drop in the production of the electrical machinery 
and equipment sector. In addition, during the year a number of production lines in these categories 
were closed down once and for all when production enterprises became import distributors. 

The deceleration in the growth rate of domestic activity in construction had a serious effect on 
another group of industries, causing the production of non-metallic mineral articles (including 
cement) to contract by 12% and that of the basic iron and steel industry to go down by one-fifth. A 
determining factor in the latter development was also competition from imported products, which 
was fostered by the rapid decrease in the applicable tariffs.?! Due to these problems, in May 1982 
prior licences for importing iron and steel industry products were required. This measure did not, 


Table 7 
PERU: INDICATORS OF MANUFACTURING PRODUCTION 


a6 Growth rates 


1978 1979 1980 1981 1982" +5559 1981 1982" 


Index of manufacturing 


production (1977 = 100) 96.5 100.2 105.4 105.1 102.6 3.8 5.2 -0.3 -2.4 
Consumer goods” 
Food 95.9 960 964 95.8 91.2 0.1 0.4 = -0.5 -4.8 
Beverages 89.0 97.3 107.6 1064 111.5 35 Fs10i6 neal 4.8 
Tobacco 91:2 °.100:35, 110.4. 01d8 24 A125. Cer OO ee oO Hel 6.5 
Textiles 108.8 1160 1104 110.2 102.5 66 48 -0.2 -7.0 
Clothing 996. 740 ~ 783- 362 = -7.0 5.8 -28.3 se 
Leather footwear 93.5 ga ~ 993 > “90:8 6316" 5. Pe) eee oo 
Furniture 85.2) ~ 80:0 90:6" 70:0 & -6.1 133 227 5 
Printing and publishing 92.2 othe oa 87-94-1028 6 113.7 e204 19.8 16.9 10.0 
Plastic products O12 1086. 1144 125.0 1321-147 9.4 9.3 hr 
Vocational equipment 102.7. 89.5 100.8 126.6 eee PA Bee 2 eo oe 
Miscellaneous products JES ~ Sh? ~ 96:4 — 90.1 ee -4.2 99 = -6.6 
Intermediate goods’ 
Fish meal 1346 1408 945 986 1324 46 -32.9 4.3 34.3 
Leather 97.6 934 1123 106.1 sf 4.5" *20.2 -5.5 = 
Wood 98.4 947 868 87.3 ae Wes3.Br 88S 0.6 ss 
Paper 849 80.3.  97.7.. 90.65 58.9 ~ -SAsie2le/ ow \Eaeissae 
Industrial chemicals 107.6. 112551185 SUISS 1313 4.6 5.3 -0.2, 11.0 
Other chemicals 1029 92:4 — 102 i277 S075. “WZ s 2 BW: -4.6 
Petroleum refining 98.4 114) HFA 1198" “272"" 16.0 DS, 2.0 2.0 
Rubber 86.8 93:87 113.7 “Mh a07 2 Si Qi tere -3.5 
China and porcelain 94.8. «82:4» o77.0 .. 92.8086969 e134 -6.6 20.5  -25.0 
Glass FE. — 94505 97S. 2 Dodge IZ Ad ABA 522 0.2.2.5 15,0 
Non-metallic mineral products 068 97:4 1096 1105) 928 OG S125 0.8 -11.5 
Basic iron and steel industry 106.4 112.7 1265 1144 904 3.9 (AZ SG oe 
Basic non-ferrous metals 
industry 98.3" S115.02 10855 10257 C1113) Ome? -5.4 8.4 
Capital goods’ 
Metal products, excluding 
machinery 93.6..\.88.8>. 106.9... 97.00; ,92.2)ho-Sebew 204s OSA 30 
Machinery, excluding electrical 
machinery 86.1. 947 114.8 (1256. 8477 2 lOO Jie Tal =o eS 


Electrical machinery and equipment 89.2 81.7 96.1 108.7 87.2 “8147 9 176 13.1 198 


Transport equipment 53:2" “COLI IZ ON) 287-8. 845/13: 0 4 Oe =3.5 


Source: Ministry of Industry, Tourism and Integration and National Institute of Statistics. 
“Preliminary figures. 


The industries in this section are engaged primarily, but not exclusively, in the production of this type of goods. 


2! For example the tariff relating to bars for building fell from almost 200% in 1970 to 51% in 1979, 21% in 1980 and 6% in January 
1981. 
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however, help much to improve the precarious situation of SIDERPERU, the State iron and steel 
tad “aged due to the big stocks accumulated by users. Finally, the problems of the construction sector 
_ were responsible for a drop of 5% in the metal products industry. 

re ; The decline in the production of the food industry (-5%) was due to the sharp decrease in the 
production of canned fish. 

One of the most outstanding cases of expansion in industrial production was that of the 
preparation of fish meal, which grew by 34% after a small increase of 4% in 1981 and a reduction of 
33% in 1980. This development was attributable in part to the bigger catch of fish and the poor 
situation of the canning companies, which turned their attention to the production of fish meal. The 
glass industry, for its part, expanded its production by 15% after having stagnated in 1981, while 
_ industrial chemical activities grew by 11%, in spite of the drop in the production of fertilizers, 
ie because of the entry into operation of plant extensions in the acrylic fibres and glutamates categories. 
- “Finally, the production of basic non-ferrous metal articles rose by 8% because of the inauguration of 
_ the Cajamarquilla zinc refinery. 

From the point of view of external factors, the stagnation of the industrial sector in 1981 was 
explained by competition from imports, the reduction of the coverage of and magnitude of the tax 
returns on non-traditional exports (CERTEX), and the progressive overvaluation of the sol. During 

1982, on the other hand, the latter factor was to a large extent eliminated thanks to an accelerated 
process of devaluation, ?? while the legislation regarding CERTEX was not subjected to any change. The 
negative effect of the opening-up of trade was still very much in evidence and caused serious problems 
for a number of industrial branches, as already noted. Furthermore, the international recession was 
___reflected in the decrease in external demand and in the resurgence of protectionist measures which 
__ made it increasingly difficult to find markets for manufactures in the exterior. 

f As regards domestic factors, while there was no significant change from the preceding year in 
the impact of labour disputes (the number of workers participating in strikes and the number of man- 
hours lost grew by less than 3%), the restrictive effect which the smaller supply of raw materials 
(fish, sugar, petroleum, minerals) had had in 1981 was reversed. As a result, the production of the 
industrial branches engaged in primary processing expanded by 5%, in contrast with the growth 
pattern of the remainder of industry, which contracted by 4%. 
v All these factors, together with the low level of domestic demand, brought on a crisis which, 
> although it had an especially severe effect on certain industrial branches, was a problem for the sector 
. asa whole.”} This situation rapidly resulted in a liquidity crisis and in the over-indebtedness of many 
industrial enterprises (at a time when credit was very costly and scarce), thus heightening the vicious 
circle of upheavals suffered by the sector.” 

To cope with this situation, the government set in motion a number of industrial support 
mechanisms. Thus, in the first half of the year, the so-called FENT”> credit arrangements in support of 
non-traditional exports became available. Under these arrangements the ceiling on credit was raised 
to 90% of the value of exports, for both pre- and post-shipment operations. In July, approval was 
given to various measures in support of the textile industry, such as the granting of special facilities 
for the payment of taxes and exemption from payment of the tax on the revaluation of the industry's 
assets, while in November a special line of credit was opened in the Central Reserve Bank to provide 
working capital for enterprises in the industrial sector. 

Finally, in April 1982 the General Law on Industries was promulgated, the main characteristics 
of which are support for artisanal activity, the granting of incentives to enterprises located outside the 
Lima-Callao area, the acceptance of the principle of trade openness and the explicit definition of the 
role of the State consisting of planning, setting standards for, promoting and protecting the 
development of national industry, although for reasons of social interest or national security the State 
can reserve some production activities for itself. 


22 However, the effects of the devaluation were sometimes offset to a large extent by the rise in the cost of imported inputs. This was 
especially the case with regard to the pharmaceutical and chemical industries (99% of whose inputs are imported), the manufacture of motors 


(80%), the motor vehicle industry (70%) and the tyre and paint industries (60% in each case). 
23 By way of summing up, a calculation made by the Central Reserve Bank finds that half the drop in the manufacturing sector was due to 
competition from imports, a quarter reflected the contraction in domestic demand, 15% was due to the deterioration in external demand and 


10% was caused by laboue disputes. m j 
24 The situation is made even more complicated for the enterprises by the enforcement of the labour stability laws which make it all but 


impossible to dismiss a worker, with the result that wage costs become a fixed cost and cannot be used as an adjustment factor. 
25 Non-Traditional Exports Fund. 
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v) The construction sector. inspite of the fact that at the beginning of the year a growth rate of 
9% had been forecast, construction grew by only 2%. This rate contrasted sharply with those 
recorded in 1980 and 1981 (19% and 11%, respectively), when construction was the most dynamic 
sector in the economy (see table 8). The deceleration of the growth rate of construction was constant 
throughout the year in that although it registered an upturn of 17% in the first quarter with respect to 
the same period of the preceding year, the result in the fourth quarter was -2%. 

The index of the physical volume of sales of the main building materials, after rising for three 
successive years, contracted by 5% in 1982, mainly because of the drop in sales of iron andsteelandin 
spite of the increase in those of cement, lime and gypsum. 

One factor of decisive importance in those results was the gradual restriction of the 
government's investment expenditure due to the need to control the fiscal deficit. This item of public 
expenditure has for a number of years been the driving force behind construction activity, as is shown 
by the increasing importance of public sector demand for building materials. Thus, between 1977 and 
1981 the share of the government in the domestic demand for cement rose from 34% to 61% and in 
that of steel, from 43 to 74%: percentages which remained constant for the first time in 1982. In that 
year, the construction activity of the public sector continued to give preference to hydroelectric 
projects and the construction of roads and housing. 

Private sector activity, for its part, was also affected by, among other things, the relative 
shortage of liquidity in the financial system, the high cost of credit, the weakness of domestic demand 
and the existence of mortgage systems which are not very well developed (especially in terms of the 
shortness of the payment periods and the absence of readjustment mechanisms in a climate of high 
inflation), the saturation of the market for luxury dwellings and the large number of unsold 
commercial premises. 

Finally, a very important factor in the decline of the construction sector was the extremely high 
incidence of labour disputes. After having already increased almost sixfold in 1981, the number of 
man-hours lost in 1982 grew by a factor of 38 and the number of workers affected rose from 5 000 to 
155 000. 


c) Employment, underemployment and unemployment 


According to data from the 1981 population census, some 6 million people (or 35% of the total 
population) make up the country’s economically active population (EAP), whichis growing at an 
annual rate of 3%. Independent workers make up 42% of this EAP, 23% consists of manual workers 


Table 8 
PERU: INDICATORS OF CONSTRUCTION ACTIVITY 


Growth rates 


1978 1979 1980 19819 oo 
1979 1980 1981 1982* 


Index of the gross domestic 
product of the construction 


sector (1977 = 100) 89.7 93.8: reli bided: 1237 ey 126:6 46 18.8 11.0 2.3 
Index of volume of sales 

of main construction 

materials (1977 = 100) 85.2 89.4 102.6 108.0 102.3 49 148 Sawer aes 


Domestic sales of some 
construction materials 


Cement | SA he Mawel lars Yeates C0) Jee at 8S ete gs IAD, 

nt : : 129) ema se 6.3 4. 

Beli sector (668) (805) (1 173) (1 409) (1 468) (20.5) (45.7) (20.1) aay 
pete sector (1 105) (1.030) (996) (896) (951) (-6.8) (-3.3)(-10.0) (6.1) 
ron bars for building 123 ey) 140 209 148 12.9 1.0 484 -29.2 


Source: National Institute of Statistics and Ministry of Housing. 
Preliminary figures. 
b 

Thousands of tons. 
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dpe sanniop charts leet = (3.6 pe Tne fp Sade oy. Oro 4.1 3: Did hs 
eters Secteur rr 2: 56 33 8.2 6.6 3.3 54.13 
: 2 . 6.7 5.8 152 17.8 33. 87 CO. 


Swtimgwan ny aes ; 
17.6 24.4 24.3 38.8 33.0 26.0 26.8 31.8 
Poe “S05 33.8 51.4 46.2 36.7 39.4 42.8 
16.6 246 = 4283 36.5 28.8 De? 22m 22.7 
14.9 19.8 25ull 3DhD) alee 26.4 27.4 27.6 
20.2 24.9 16.4 Died 27.0 26.3 18.2 ty 


Sf on 3 S5cih GA eee tO0e GA D428 = OT ae ear eo 
5.9 6.1 FP te hs Rae my phos psa & aaa Si 


“Medium elie: 5 igen nach Co eg Nate Ye a FAS 
% sig 5.0 48 9.0 8.8 ipl 35 Tol 
~ Less than 35 hours AON eb ad 8.3 3.1 14 eA Bi 

_ Income and/or hours 0.2 13 0.5 Did sycre «D3, 0.4 24 - 
Level of employment not determined - 2.6 2.8 - - - - - 


“Source: Ministry of Labour and Social Welfare. 
2 (Preliminary figures. 
- The periods considered in each year were: 1975, April and September average; 1976, March and November average; 1977, 


March and June average; 1978, July-August, 1979, September; 1980: April; 1981, June; 1982, June. 


is, “The structure of the economically active population in 1982, by sectors, was: industry, 24%; construction, 7%; commerce, 
24%: services, 43%; others, 2%. Household work is excluded. 

~ “Annual averages. 

“Includes mining and undetermined activity. 


and 21% of non-manual workers. 26 Nearly all the non-manual workers, as well as three-quarters of 
the manual workers, are in urban areas. Public sector manual and non-manual workers make up 17% 
of the EAP, and 95% of them are located in urban areas. Finally 65% of the total EAP is urban and 35% 
rural. 

It is estimated that at the national level total unemployment was 7% in 1982, while 
underemployment affected 50% of the EAP. Thus, those with adequate employment constituted only 
43% of the national EAP, compared with 45% in 1981 and 42% in the three preceding years. ”’ 

On the other hand, the labour situation in metropolitan Lima experienced a marked 
deterioration between June 1981 and June 1982.” Although the rate of open unemployment fell 
marginally, from 6.8% to 6.4%, the coefficient of underemployment rose by 5 percentage points, 
affecting nearly one-third (32%) of the population of the capital (see table 9). This is an alarming 
development inasmuch as the problem of underemployment primarily tends to affect low-income 
workers, while open unemployment tends to affect the middle-income strata. Moreover, most (three- 
quarters) of the increase in underemployment was concentrated in the group with extremely low 
incomes. This resulted in a decrease of those with adequate employment from 66% of the labour force 


ATR RAEN 


i ey a 


rw 


- 
26The remainder is made up of household workers, unremunerated family workers, employers and unspecified workers. 
27In the 1970s as a whole, that part of the economically active population with adequate employment amounted to 50%, on average. 


28Employment surveys in Lima are carried out in Jume every year. 
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in metropolitan Lima in June 1981 to 62% a year later. This level of persons with adequate 
employment is very similar to that registered in 1979 (61%), when the country was emerging from 
the crisis of 1976-1978, and it is well below the level of 75% recorded in 1975, when 
underemployment affected only 18% of the labour force of the metropolitan area. ; 

The problem of underemployment was especially severe in commerce —an activity in which 
one-fourth of the EAP of the capital is engaged— in that it affected 43 % of those workers. In industry, 
28% of the labour force was underemployed, while in the services and construction sectors the shares 
were 23% and 17%, respectively. 

As regards labour disputes, although the number of workers affected fell by one-third, the 
number of man-hours lost rose for the second year running by 12%. The sudden sharp increase in 
such disputes in construction was particularly noteworthy, since they rose from 1% of the total in 
1981 to 34% in 1982. This problem arose primarily because of the rapid drop in the real wages of the 
workers in this branch of activity, and was concentrated primarily in the month of August, in which 
70 000 construction workers went on strike. The second most important sector in this connection was 
industry, which represented 29% of the man-hours lost, a percentage in sharp contrast with the 61% 
recorded in 1980 but similar to the 32% shown in 1981. Mining also had a quieter year in that the 
number of man-hours lost was reduced by over one-third. As for the causes of this situation, the 
increase of over 50% in the man-hours lost for reasons of remuneration is particularly noteworthy. 


3. The external sector 


Unlike the situation in 1981, when the balance of payments closed with a deficit of US$ 650 million, 
in 1982 a positive result of nearly US$ 90 million was obtained. 

On the other hand, the current account deficit showed practically no variation, remaining in the 
neighbourhood of US$ 1.7 billion. The deficit on trade in goods fell by one-fifth —the value of 
exports contracted by less than 2%, while that-of imports decreased by slightly more than 4%. In the 
case of the former, after two successive years of decreases, the volume increased by over 10%, but this 
was counterbalanced by a drop in their unit value. On the import side, after three years of significant 
growth in volume (a total of 85% in the three-year period 1979-1981), the volume stagnated in 1982 
and the unit value of imports fell for the first time in a number of years (see table 10). 

On the other hand, the deficit on international transactions in financial and non-financial 
services rose considerably (by over 9%). This deterioration was attributable both to the increase of 


Table 10 
PERU: MAIN FOREIGN TRADE INDICATORS 


1977, 1978 1979 1980 1981 1982° 


Growth rates 
Exports of goods FOB 


Value 26.9 12.5 81.3 10.8 -16.5 -1.8 
eee a 15.0 20.8 =11.4 -5.0 10.4 
nit value 3. -2.2 50.1 25: - = 
Imports of goods FOB af aah ml 
Value = -26.1 22.2 56.6 24.2 -44 
Volume -3.2 -31.7 9.9 39.7 252 0.0 
Unit value 6.5 8.2 ite? 12.1 0.8 -44 
Terms of trade -6.2 -14.6 35.1 11.9 -13.3 -7.4 
Indexes (1970 = 100) 
Terms of trade 101.6 86.8 117.2 
ine power of exports of nk sis ee 
goods — 89.3 89.3 145. 
Purchasing power of exports of me 2 bss 
goods and services 93.1 93.3 143.7 145.3 121.9 12533 


Source: ECLA, on the basis of official figures. 
“Preliminary figures. 
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11% in the deficit on trade in real services and to that of 9% shown by the balance of the 
ancial services account. MBe 

As will be seen below, the current-account deficit was overfinanced with an abundant inflow of 
_ both long- and short-term capital. This flow of capital consisted of over US$ 1 billion in new long- 
_term public indebtedness (by comparison with about US$ 200 million in 1981), nearly 
US$ 160 million of long-term private indebtedness (16% more than in 1981) and, finally, close to 
US$ 500 million of short-term indebtedness (slightly less than twice the 1981 figure). Commercial 
openness to the exterior was maintained, except for the application throughout the year of a tariff 
surtax equivalent to 15% of the prevailing tariff (although this surtax was instituted for the purpose 
_ of increasing fiscal receipts). The policy of openness continued to give impetus to imports,?9 at the 
_ Same time causing serious problems in the Peruvian industrial sector. © On the other hand, although 
the system of tax refunds on non-traditional exports (CERTEX) was not changed, there was a definite 


A tendency to promote and support those exports through tax and credit facilities and through the 
_ activities of the Fund to Promote Non-Traditional Exports (FOPEX). 

The encouragement given to non-traditional exports was one of the most important aspects of 
__ the official development project. It clearly reflected the intention of re-orienting the growth of the 


- industrial sector away from those branches of production which cannot compete with imports to 


_ those with export potential and leadership ability. 


With regard to the policy of external indebtedness, two facts stood out in the year: early 

recourse was had to the International Monetary Fund and there was official refusal to renegotiate the 
* debt (except for a small part maintained with the Soviet Union). 
. When Peru approached the International Monetary Fund in June 1982 and obtained financial 
_ support, *! the country thus received a guarantee which the authorities aimed to use, in combination 
— with strict punctuality in debt servicing, to project a good debtor image. This would supposedly 
__ improve the country’s reputation for solvency with the international banking system and open the 
doors to a substantial flow of financial capital. 

The big volume of complementary resources needed by the country, however, together with the 
negative pattern of its debt profile and the crisis within the financial system itself, which reduced the 
funds available for credit for reasons totally alien to the country’s solvency image, made it impossible 
to achieve the objectives set. Thus, at the end of the year the country had to offer to pay much higher 
© interest rates in order to obtain increasingly scarce financial resources. Finally, in the first quarter of 
+ 1983 Peru had no choice but to approach its creditors and draw up a formal agreement to renegotiate 
its commitments. 

Finally, the change in the official exchange policy was one of the most characteristic changes in 
economic policy in general. In 1981, as part of a centralized overall effort to fight inflation, the 
exchange policy was used for ends other than that of maintaining the real value of the currency. Thus, 
although accumulated domestic inflation in that year was 73% and accumulated external inflation 
was slightly more than 2%,°? the rate of devaluation was only 49%. 

In 1982, on the other hand, stress was laid on the seriousness of the balance-of-payments 
situation and therefore on the need to take measures to avoid a big crisis in the external sector. Thus 
the objective of containing prices was abandoned in the formulation of the exchange policy (although 
it continued, theoretically at least, to be a parameter of the fiscal and monetary policies). The Central 
Reserve Bank decreed, through its programme of daily mini-devaluations, a total accumulated 
devaluation of the sol of 95%. This rate was considerably higher than that of the accumulated 
domestic inflation during 1982 (73%), while the accumulated external inflation affecting Peru was 


practically nil. ** 


29See, for example, the evolution of private imports of consumer goods in the relevant section. 
30See the relevant section of part 2 of this chapter. te es 
31 Consisting of US$ 220 million under the Compensatory Financing Facility during 1982, plus another US$ 715 million under a three- 
ear agreement by virtue of the Extended Facility. si , 
, c & According to calculations which take into account the inflation in Peru's main trading partners and the variation of their currencies 


ith t to the dollar. ; ae 
sie nD The devaluation of the sol with respect to the dollar actually exaggerates the true loss of value of the sol a little, since it reflects the 


devaluation of the European and Japanese currencies, also with respect to the dollar. Thus, for example, the devaluation of the sol with respect to 
the yen was 87%, to the deutsch mark, 86%, and to the French franc, 66%. 
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Consequently, the exchange rate in December was, on average, 949 soles per dollar, whereas in 
the same month in 1981 it had been 498 soles (see table 11). Moreover, this process accelerated 
throughout the year, starting with a rate of devaluation equivalent to 4.2% a month in the first 
quarter, but rising to a monthly rate of 6.9% in the last three months of the year. 

Because of this, in March 1982, when the real value of the sol 34 was 20% lower than its average 
value in 1980, the process of ending its over-valuation began. Asa result, in December the real value — 
of the sol was 16% higher than in March. However, for the year as a whole, it remained slightly lower 
than in 1981 and 16% lower than the value in 1980 (see figure 2). 


a) Trade in goods 


i) Exports. Unlike the evolution registered in 1981, when the value of all traditional export 
categories except zinc fell, as did non-traditional exports as a whole, in 1982 there was a decrease in, 
the export value of only four traditional categories, all of them minerals (see table 12). Thus, while in 
1981 the total export value declined by 16%, in 1982 it fell by only 1%,%° in spite of the generalized 


Table 11- - 
PERU: EVOLUTION OF NOMINAL AND EFFECTIVE REAL EXCHANGE RATES 
(Averages per period) 


: é 
Effective real ha t 
Exchange rate” utd: Laman eS 


(soles per For For 
dollar) exports imports 
1975 44 76.6 76.1 
1976 57 80.7 81.5 
177, 84 90.4 90.3 
1978 156 113.1 112.8 
1979 22 106.9 107.3 
1980 289 100.0 100.0 
1981 422 85.6 85.8 
I 366 89.6 89.5 
II 4ll 87.6 87.7 
Ill 435 83.0 83.5 
IV 480 83.3 84.0 
1982 698 84.5 86.1 
I 540 80.4 82.1 
II 628 82.6 83.5 
Ill 736 84.6 86.0 
IV 887 88.3 91:2 
January 519 81.2 82.5 
February 540 80.4 82.0 
March 563 79.8 82.0 
April oD) 81.8 83.7 
May 628 83.9 84.2 
June 660 83.1 84.1 
July 696 83.7 84.6 
August 735 84.6 85.9 
September 776 85.1 87.3 
October 826 84.7 87.1 
November 884 87.7 90.5 
December 949 92.8 95.3 


Source: Central Reserve Bank of Peru and ECLA, on the basis of information supplied by the International Monetary Fund 
(International Financial Statistics). 5 

“Official exchange rate. 

”1980 = 100. 


34 ; . ee : 

According to the effective real exchange rate of the sol for exports. This index is calculated by taking into account the nominal exchange 
rate of the sol with respect to the currencies of the main countries to which Peru exports, their respective rates of inflation, and the rate of 
inflation in Peru. The weightings used are the share of those countries in Peru's total exports (see table 11). 


35 The analysis made in this section and in the following one is based on the figures published by th i 
differ slightly from those given in table 15. Sox rm Lee LSS EES, ates Sec 
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Source: ECLA, on the basis of information supplied by the International Monetary Fund. 
4For exports. 


drop in prices, which affected all the traditional products except coffee and iron ore. ** If the prices of 
1981 had remained in effect, exports would have been US$ 444 million (or 14%) higher than they 
actually were.3” Similarly, protectionist tendencies were intensified both in the countries of the 


region and the rest of the world, which made it more difficult to sell products on the external 


~ market. 78 


Traditional exports, which grew steadily between 1976 and 1980 but fell by 16% in 1981, 
decreased by slightly less than 4% in 1982. 


the situation with regard to silver was so acute that the government decided to suspend sales to the exterior from July 
wards, but only after having fallen from US$ 13 per troy ounce in the first quatter of 1981 to 
June the same year. This latter price was less than the production cost of the mineral. 

he drop in prices of minerals, US$ 103 million to that in the prices of fishery products, 
US$ 24 million to that in the prices of agricultural 


36For example, 
until the price improved. It did indeed improve after 
US$ 8 in the first quarter of 1982 and to US$ 6 in 
37 Of this amount, US$ 248 million is due to t 
US$ 69 million to that in the prices of petroleum and petroleum products and, finally, 


commodities. - 
38 Noteworthy in this connection are the placing by the United States of high compensatory duties on the import of Peruvian textiles 
(since this was done at the end of the year, its impact will be felt in 1983), the establishment of tariff surtaxes in Chile and Venezuela on Peruvian 


fishery products and textiles, etc. 
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The items whose value expanded most rapidly included fish meal and cotton, because of the 
notable upturn in the volume exported (1 16% and 88%, respectively) (see table 13). With respect to 
exports of fish meal, the result obtained was due both to the larger catch of anchoveta, especially in 
the first three quarters of the year, and to the greater participation of fish canning enterprises in this 
category, due to the bad situation in the canned fish market referred to earlier. 

Exports of petroleum and petroleum products, whose value expanded by 3% to over US$ 700 
million, were in the same situation, since after contracting in 1980 and 1981, their value expanded by 
14% in 1982. The fall of 9% in their price came on top of the drop of 2% in 1981, after the 
uninterrupted rise by a total of 230% between 1976 and 1980. Apart from the small increase in 
production, factors responsible for the increase in the volume exported compared with 1981 included 
the smaller domestic demand because of the lack of dynamism of industrial activity, and PETROPERU’s 
express policy of ensuring markets, even by granting financing. *? Even so, the exported value was 
20% less than the goal programmed for the year, which was based primarily on a bigger increase in 
production. - 

Iron-ore exports were the only ones whose value rose owing to increases in both price and 
volume. The value increased by 16% during the year, after a drop of 2% in 1981. The only external 
sales which experienced a drop in volume (-4%) and a rise in price (11%) were those of coffee, the 
result being that the export value rose by 7% after having decreased by a total of 57% in 1980 and 
1981. 

As regards sugar exports, they were resumed in the third quarter and were particularly in 
evidence in the fourth quarter of 1982. These exports, whose value was about US$ 269 million (21% 
of the total) in 1975 but fell to only US$ 13 million in 1980, had been totally non-existent in 1981. 

The small contraction in the value of exports was caused by the decrease in the value of external 
sales of copper, silver, lead and zinc. The drop of 13% in the value of copper exports, which followed 
the sharp fall of 30% in 1981, was solely due to the continuation in 1982 of the downward trend in the 
price of copper (which in real terms reached its lowest value in 30 years). On the other hand, the 
growth in the volume exported was due to the increase in national production achieved through the 


Table 12 
PERU: EXPORT OF GOODS, FOB 


Millions of dollars a Growth rates 


1979 1980 1981 1982 1970 1980 1982* 1980 1981 1982* 


es ae ee ee eee 
Total 3491 3898 3255 3230 100.0 100.0 100.0 11.7. -16.5 -0.8 
Traditional exports 2817 3067 2562 2471 97.2 78.7 76.5 8.9 -16.5 -3.6 
Fish meal 256-192 141 202 29.3 4.9 63 -25.0 -266 43.3 
Fish oil 23 - : 37 - - -100.0 - - 
Cotton 49 72 64 85 5.0 1.8 2.6 469 -11.1 328 
Sugar 34 13 - 20 Sy) 0.3 0.6 -61.8 -100.0 - 
Coffee | 245 141 106 113 4.2 3.6 35 -424 -248 66 
Copper 6745 1T52e 529 459 NBA SND Sh are? 11.6 297i <ise2 
Iron ore 85 95 93 108 7.0 2.4 33 11; 8 os oen= 2g LOM 
Refined silver je ai 312. 206 2.9 8.0 6.4 55.3 0.0 -34.0 
Lead 294 38g 21g 190 6.1 9.8 a 30.3 -42.8 -13.2 
Zinc ial 210 272 247 4.7 5.4 7.6 22:8 “2055 reo 
Petroleum and petroleum 
products 646 792 692 715 O:F.< 20:3 22.1 22.6 -12.6 3.3 
Others 107 105 134 126 3.4 2ol oe “19 2 21,6. til 
Non-traditional exports 674 832 693 759 28 213-530 23.4 -16.7 9.5 


Source: Central Reserve Bank of Peru. 
“Preliminary figures. 

b ; 

Includes silver content. 

“Mostly gold and minor metals. 


39 This was reflected in the fact that although in 1980 and 1981 all ex 
ports of petroleum and | 
spot market, in 1982 only 35% of those exports went through this market. : sie tincingerr ew 
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_ Petroleum and petroleum 


E products 

iz Value _ 53 oo 180 646 792 692 715 

- Volume’ 47 41 13.8 23.6 22.4 19.9 22.6 
Price 5G ie 12.7 13.1 274 35.3 34.7 31.6 


Source: Central Reserve Bank of Peru. 
 *Value in millions of dollars, volume in thousands of metric tons, and prices in dollars per metric ton, unless otherwise 
__ indicated. 
Preliminary figures. 
Thousands of quintals. 
= “Dollars per quintal. 
i *US cents per pound. 
£4 JMillions of net legal tons. 
od F Dollars per net legal ton. 
Ee: ‘Millions of Troy ounces. 
‘Dollars per Troy ounce. 
_ /Millions of barrels. 
Dollars per barrel. 
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entry into operation of the extension of the Cobriza mine and the reduction of labour disputes. As 
regards exports of lead, whose value decreased by 13% after their severe contraction yf 0 in 1981, 
the situation was similar —their volume began to recover after falling for three cc nsecutive years, but 
their price experienced a fall of 26% on top of the 44% decline of the preceding year. 

With regard to silver and zinc, the export values of which fell by 34% and 9%, respectively, this 
was due to falls in both volume and price. : ve 

Non-traditional exports grew by 10% during the year in contrast with the decrease of 17% in 
1981, so that they represented 23% of the total exported. Their share had been only 8% in 1975, but 
since 1976 the annual average growth rate for these articles had been 33 %. The categories in which 
exports increased the most in 1982 were textiles (25%), agricultural commodities (17%), and 
fishery products (10%). As for exports of metal products and machinery and products of the iron and 
steel industry, they showed sharp drops of -19% and -13%, respectively. . 

The growth in non-traditional exports was due to a number of factors, including the favourable 
evolution of the real exchange rate, the contraction in domestic demand (which made it possible to 
generate higher export surpluses) and the firm support provided by the government, as mentioned 
earlier. * 

ii) Imports. Because of the absence of an effective economic recovery process, the accelerated _ 
currency devaluation, the application of a tariff surtax equivalent to 15% of the customs tariff in 
force, and the increase in some taxes due to the new tax legislation, the total value of imports 
remained stagnant at about US$ 3.8 billion“! (see table 14), although the official projection for the 
year had envisaged an expansion of close to 10%. 

The value of imports of consumer goods, which represented 13% of the total, was nearly one- 
fifth below that recorded in 1981. This reduction was due solely to the drop in the value of food 
imports. Thus, while purchases of other consumer goods grew by 3% in value, after having increased 
by over 50% in 1981, those of rice contracted by 75% (prices fell by 37% and the volume by 54%) and 
sugar was no longer imported (in 1981 the value of sugar purchases had been US$ 98 million). 

Imports of intermediate goods, for their part, contracted by 6% in value, bringing their share in 
total external purchases down from 36% in 1981 to only 27% in 1982. As for purchases of food 
commodities used as inputs (particularly wheat, but also maize, sorghum, soya oil and some milk 
products), their value remained constant. In more disaggregated terms, however, there was a big 


Table 14 
PERU: IMPORTS OF GOODS, FOB 


i 


te P 
Millions of dollars RS caw Growth rates 


1979 1980 1981 1982° 1970 1980 1982* 1980 1981 1982 


Total 1951 3062 3803 3787 100.0 100.0 1000 569 242 -0.4 
Consumer goods 146 386 = 621 508 105 126 134 1644 60.9 -18.2 
Rice 48 93 68 i? 0.3 3.0 0.4 93.8 -269 -75.0 
Sugar _ - a2 98 . . 1.0 - - 206.3 -100.0 
Intermediate goods 900 1163 1381 1302 368 380 344 29:28 (alah ese 
Wheat 136—s 141 167 155 4.6 4.6 4.1 3. Jom 18.45 sel 
Maize and/or sorghum (8. Gn es Pee - 21 15 2611 <-26.2enaem 
Capital goods 693 1.126 1521. 1472 -267 36.8 38.9 62.5 35st Biz 
Miscellaneous and 
adjustments 213 388 280 305 26.0. 126" “143 82.2 -27.8 804 


Source: Central Reserve Bank of Peru. 
» Preliminary figures. 
Includes adjustments, non-monetary gold and other imports not elsewhere classified. 


ye exports of textiles represented 38% of non-traditional exports in 1982. In 1980 and 1981 they had represented 28% and 33% 
respectively. 


a : ot : eae 
e However, if we exclude the category “miscellaneous and adjustments”, which includes purchases of armaments, total imports fell by 
7%. 
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crease of more than one-third in the volume of maize and sorghum imported and another much 
; er increase in that of soya oil. Wheat imports, for their part, after increasing considerably in 
1981, showed no change. The above volume increases were offset by falls in prices: 16% in those of 
maize and sorghum, 10% in that of soya oil, and 8% in the case of wheat. External purchases of other 
inputs fell by 7%. . 
____ The value of imports of capital goods contracted moderately (-3%) to about US$ 1.5 billion, 
after having risen by 35% in 1981, over 60% in 1980 and over 50% in 1979. The notable increase in 
hose three years was made possible by the internal economic recovery process and the opening-up of 
trade to the exterior. The latter policy continued in 1982 although it was not extended except in a few 
isolated cases of sectoral promotion. Moreover, as mentioned above, during the year a tariff surtax of 
(15% of the tariff in force was applied. 
. The dynamism shown by the demand and by the economic activity of the private sector in 
_ general in 1981, which had been reflected in an increase of 39% in the value of its imports, did not 
— continue into 1982. This fact was reflected in a drop of 3% in the value of its purchases in the exterior, 
_ due to decreases in the value of imports of capital and intermediate goods (-6% and -3%, 
_ respectively). On the other hand, imports of consumer goods by the private sector increased in value 
by 6%, after having risen by 70% the year before. 
e, As for the share of the public sector in total imports, this came to 39%, after having fallen from 
45% to 38% between 1980 and 1981. The value of imports of consumer goods by this sector 
_ contracted markedly (-63%); a downward trend was also shown by the value of imports of 
+ intermediate goods (-13%). Only its purchases of capital goods increased in value, and those only 
_ marginally, growing by scarcely 1% in contrast with the 24% growth recorded in 1981.4? This was a 

direct result of the deceleration in the rate of the progress made in public works. 
iii) The terms of trade and the purchasing power of exports. In 1982 the terms of trade index 

fell for the second year running (-7%) (see table 10). The major determining factor in this drop was 
the decrease in the unit value of exports. This was a reflection of the depressed world economic 
situation, since in view of the contraction in the demand for raw materials, the reduction of stocks and 
the high interest rates which prevailed, international prices of raw materials experienced a marked 
deterioration. 

Because of the marked increase in the volume of exports of goods and services (10%) and the 

© moderate drop in the unit value of imports, however, the purchasing power of the former expanded 
| by 3%, in contrast with the marked contraction (-16%) suffered by this variable the year before. 


b) The services trade and factor payments 


After having grown by less than 1% in 1981, exports of real services recovered the dynamism 
they had shown in previous years in 1982 when their value expanded by nearly 10% to over 
US$ 800 million. The growth of income from travel, which increased by over 12%, was especially 
marked. As for income from the provision of services related to transport and insurance, it grew 
moderately in 1982, after having fallen in 1981 (see table 15). 

Imports of real services were also 10% higher, amounting to slightly more than US$ 1.1 billion 
in value. Expenditure on transport and insurance rose by 5% and spending by Peruvians in the 
exterior increased by 13% to US$ 150 million, ie., slightly less than half the expenditure of 
foreigners in Peru. 

Thus, the real services trade deficit was 11% greater than in 1981, representing 16% of the 
deficit on current account. 

Net payments for factor services were much more substantial, however, representing the 
equivalent of 58% of the deficit mentioned just above. Their growth rate compared with 1981 was 
9%. 

This increase was due entirely to the bigger negative balance on net payments of interest, since 
remittances of profits to the exterior contracted by 16%. This decline, which followed on decreases of 
25% recorded in both 1980 and 1981, had its origin in the depressed internal economic situation, 


- 


42 However, the “miscellaneous and adjustments” component of public sector imports rose in value from US$ 280 million in 1981 to 
US$ 505 million in 1982. 
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Table 15 
PERU: BALANCE OF PAYMENTS 


: (Millions of dollars) 
eS eee 
oT _1978_ 19791980 aval 1982 
Balance on current account -976 -244 663 -72 -1 680 -1 675 
Trade balance -557 330 | to 763 -795 -710 
Exports of goods and services 2 131 2 401 4101 4 650 4012 4 027 
Goods FOB 1 726 1 941 PAS ID 3 899 3 256 3 198 
Real services” 406 461 582 751 757 829 
Transport and insurance 175 179 pay) 284 a5 289 
Travel 112 141 173 292 287 322 
Imports of goods and services 2 688 2 071 2 502 3 887 4 806 4737 
Goods FOB = 2 164 1 600 1 955 3 062 3 803 3 635 
Real services” 524 469 547 825 1 004 1 102 
Transport and insurance 325 263 ALS 433 508 oz 
Travel 36 33° 45 107 133 150 
Factor services -422 -579 -936 -835 -885 -965 
Profits -54 -84 -393 -292 -218 -183 
Interest received 13 14 56 201 204 135 
Interest paid -381 -509 -601 -743 -873 -917 
Unrequited private transfer payments 5 4 - - : - 
Balance on capital account 1 042 268 414 725 871 1 762 
Unrequited official transfer payments 53 54 122 134 172 Be 
Long-term capital 955 265 698 273 610 1 264 
Direct investment 55 26 70 27 263 59 
Portfolio investment - - - - - 2, 
Other long-term capital 901 238 628 246 347 1 205 
Official sector“ 883 225 660 182 213 1 048 
Loans disbursed 1 285 1 102 1 684 1581 1 647 1 919 
Amortization payments -395 -868 -1 008 -1 391 -1 433 -871 
Other sectors© 18 14 -32 64 134 157 
Loans disbursed 118 96 89 181 294 378 
Amortization payments -100 -83 -119 -117 -160 -221 
Short-term capital (net) 150 -101 -370 501 277 481 
Official sector 109 -37 -300 90 6 we 
Commercial banks 39 -66 -53 13 31 
Other sectors 2 2 -18 398 240 w. 
Errors and omissions -113 53 -36 -186 -191 17 
Global balance” 66 24 1 076 653 -809 87 
Total variation in reserves“ 
(minus sign indicates an increase) -60 -6 -1 066 -607 649 
Monetary gold - - -64 -173 ; 
Special Drawing Rights - -3 -100 94 1 
IMF reserve position - - < : = 
Foreign exchange assets -68 -30 -1 030 -553 769 
Other assets -13 -101 -29 43 at 
Use made of IMF credit 21 128 158 -17 -87 


Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook, 1982: ECLA, on the basis of official data. 

“Preliminary figures. 

Real services also include other official and private transactions, but not factor services. 

“In addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 

“The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 
variation in reserves of opposite sign and the global balance represents counterpart items: monetization of gold, allocation of 
Special Drawing Rights, and variations due to revaluation. 
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the low volumes of production and exports and hence the low level of profits meant that 
remittances of the latter to the exterior were lower than originally foreseen. 

 - The 16% rise in net payments of interest came on top of a previous rise (23%) in 1981. The 
_ decrease of one-third in interest received, caused partly by the fall in the rates paid in the international 
_ financial markets in the second half of the year, was particularly severe. This situation was made 
- worse by the small increase in the amount of interest paid, which exceeded US$ 900 million. As a 
_ result, interest payments were 50% higher than those made in 1979 and 2.4 times higher than those 
a 0 eae: The main reason for the increase in 1982 was the accelerated growth of the short- 
term debt. | 


¢) The current account position and its financing 


8 ; 


o 


After the substantial surplus on current account recorded in 1979 as a result of that year’s 
_. stabilization programme, in 1980 there was a small deficit, followed by one of notable proportions in 
_ 1981; in 1982 the deficit remained practically the same as that of the preceding year, Le., 
approximately US$ 1.7 billion (see table 15). 

This deficit was fully financed by inflows of short- and long-term capital, whose magnitude was 
such that it even allowed an increase of US$ 132 million in the net international reserves, bringing 
_ them to over US$ 900 million (equivalent to somewhat less than three months of imports). Thus, the 
_ target envisaged in the agreement reached with the International Monetary Fund of not reducing 
_ these reserves by more than US$ 100 million was more than achieved. During 1981, with a current 
* account situation very similar to that of 1982, the movement of the net reserves had been negative by 
over US$ 500 million. 4 

Long-term capital movements during 1982 amounted to nearly US$ 1.3 billion —double the 
amount recorded in 1981. Moreover, in 1982 there was an even greater increase in proportional 
_ terms. Thus, the total net entry of long-term capital during 1982 was over four and a half times 
_ greater than two years previously. 

During the year the flow of capital relating to new indebtedness on the part of the public sector 
was especially dynamic, since it grew several times over, amounting to more than US$ 1 billion. As 
for the flow of capital due to long-term private net external indebtedness, it grew by 167%, amounting 
to nearly US$ 160 million. On the other hand, net direct investment, after increasing very 

. substantially in 1981, declined by over 50%, to a value of less than US$ 60 million. Finally, one of the 
~ most characteristic features of the economic evolution in 1982 was the accelerated growth of short- 
term indebtedness. After the inflow of funds under this heading had dropped by nearly half in 1981, 
in 1982 they returned to their 1980 value of US$ 500 million. In net terms, this short-term 
indebtedness was concentrated entirely in the first three quarters of the year. 


: 
ge: 
a 


d) External indebtedness 


In the three-year period 1979-1981, Peru's total external indebtedness followed a pattern 
diametrically opposed to that of Latin America as a whole. Thus, while the latter expanded by close to 
84%, Peru's debt grew by no more than 4% altogether, so that its participation in the total external 
debt of the region fell from 6.7% in 1978 to only 3.8% in 1981. 

In 1982 Peru's external indebtedness pattern was again the opposite of that shown by the 
region as a whole, but this time the trends were reversed in that whereas the growth rate of Latin 
America’s indebtedness fell to 7%, that of Peru increased very suddenly to 20%, and during the year it 
received one-tenth of the total flow of the new debts received by Latin America. 

Viewed from another standpoint, Peru’s total external debt reached the equivalent of 59% of 
the gross domestic product in 1982: a similar level to that recorded in 1980, but very much higher than 
that of 1981 (48%) (see table 16). At all events, this level was much lower than the maximum 
achieved (87% in 1978), although considerably higher than that which prevailed up to just before the 


431p other words, the average annual growth rate of interest payments to the exterior came to 19% during the five-year period 1978- 
: e 


1982. ; 
; 44"The funds obtained by the Central Reserve Bank under the agreement with the International Monetary Fund are not considered to be 


international reserves but only assets of the Bank. However, it is clear that the fact that they are held makes the level of reserves higher, since if 
they were not available, recourse would have to be had to other funds, which are included in these reserves, in order to meet financial 
’ 


commitments. 
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ic crisis of 1976-1978 (about 45%). As compared with exports, the total external debt was 

Shea a hal times a value in 1980, three times their value in 1981, and 3.6 times their 

in 1982. 
ae oa soon? of the external public debt in 1982 was equivalent to only three-quarters of that 
carried out the preceding year, amounting to somewhat more than US$ 1.3 billion (41% of total 
exports). However, during 1981 US$ 377 million were paid to refinance part of the debt with the 
international banking system. If this special payment ts excluded, the total public debt servicing 
showed practically no variation from that in 1982. The share of interest payments in this total 
amounted to over US$ 900 million, ie., it was 5% higher than in 1981. The fall in international 
interest rates towards the end of 1982 partly compensated for the sharp increase in interest payments 
due to the significant growth of the short-term debt. 

Analysis of the external indebtedness by its different components shows that the long-term 
debt increased by 18% in 1982; that of the public sector, which had grown by only 3% in 1981, 
expanded by 17%, and that of the private sector grew by 10% for the second year running. As for 
short-term indebtedness, it was particularly dynamic and increased by one-third to nearly 
US$ 2 billion (see table 16). 


Table 16 
PERU: EVOLUTION OF EXTERNAL INDEBTEDNESS 
OO 


. Growth rates 
1973 1978 1979 1980 1981 1982 1979 1980 1981 19827 


a 


Millions of dollars 


Total external debt 4098 9291 9301 9561 9673 11611 O01 2.8 1.2 20.0 

Long-term external debt 2692 7226 7941 8125 8172 9629 99 23 06 178 
Public sector 1491, 5 135-5 764. 6 043, -6210.-7.258 122.5 4890288769 
Central Reserve Bank - 751 869 710 455 707: <1 5.7 r=18:3 -36.9,, 55-4 
Private sector 1201 1340 1308 1.372 1507 1664. -24 49) °935104 

Public and private short-term 

external debt 1406 2065 1360 1436 1501 1982--34.1 5.6 4.5 32.0 

Total external debt as 

a percentage of GDP 44). 86.1 .. 65 0ern5) 50 een aot 

Public external debt as 

a percentage of GDP 16:3. 2947.9. 42,25" 35.0.9 = 366 


Servicing of external debt as 
a percentage of exports of 
goods and services: 


Interest payments $3.2), S2hatved4sic SIGOre akan bees 
Amortization payments’ nig OO” ot Bae Goes tae Dow ee ak 
Total® hee OUD ie 22 core oes Oe ee 
Percentages 
Credits granted (by financial 
sources) 100.0 100.0~- 100.0 100.0 100.0 100.0 
Public agencies and 
governments 14.7 50:9. eo tG Ree tierra 9.8 
International agencies 6.67 S13.7 LU) at nl eee Omen Oe 
Socialist countries oar LO 16r7 5.6 74 0.9 
Suppliers 29.3 162 243 349 OF" 38.6 
Banks 46,7) ql2.2t "33:09. 24:6) 4605 29.0 


Source: Central Reserve Bank of Peru. 
“Preliminary figures. 
*Includes only servicing of the external public debt. 
‘Does not include amortization payments on the short-term debt. 
Includes the long-term external public debt of the central goverment and the public enterprises. 
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‘ e = Such intensive use of short-term indebtedness in 1982 was due to many factors, including the 
limited liquidity available in the internal financial market, which drove public and private enterprises 
_to seek external financing; the refusal of the government to finance the deficits of public enterprises, 
which led them to go out of the country in search of funds; the ceiling placed on external indebtedness 
for terms of one to ten years under the agreement with the International Monetary Fund; * the lack of 
ceilings on short-term indebtedness in this agreement; the greater difficulty than in preceding years 
4 in finding medium- and long-term credits in the world financial market, and the drop in international 
__ prices which weakened the financial position of many enterprises. 
4 However, the amount of short-term indebtedness began to be excessive, causing a situation of 
_ great instability and uncertainty. As a consequence, at the end of the third quarter the government 
_ decided to discourage its use by public enterprises, and already in the fourth quarter there was a 
_ decline in net terms. In the first three quarters of the year, on the other hand, persistent growth at an 
~- average rate of 36% per quarter had been noted. 
zZ This decision clearly coincided with the sharp increase in the long-term debt of the public sector 
__ in the fourth quarter of the year: 40% of its total indebtedness was concentrated in this period, thus 
__ showing that there was an important turning-point in external indebtedness policy at the end of the 
_ year. 4° This increase in indebtedness in the latter part of 1982 was nevertheless not easy to obtain, in 
~ view of the contraction observed in the world financial market, and by the end of the year Peru was 
offering to pay a rate of LIBOR plus 2% to 2.25%, ie., the highest rate since the 1976-1978 crisis. 


4. Prices and wages 


ma)  ©—«s~Prices 


The accumulated inflation during the year (73%) was practically the same as in 1981. This 
marked the completion of a five-year cycle in which the December-December variation in the 
consumer price index was higher than 60% (see table 17). 

Consumer prices rose particularly rapidly in the last quarter of the year, when they showed an 
increase equivalent to 86% a year. As regards their structure, on the other hand, a change was noted in 
general, likewise towards the end of the year, in that the prices of the services from which the poorest 
. groups obtain their income ceased to rise at a higher rate than the average of the index, and instead 
, the prices of the goods which those groups consume rose more rapidly. Thus, for example, the 

annualized rate of increase of food prices, which was 43 % in the first quarter, rose to 125% inthe last 
quarter (see figure 3). 

As for prices of clothing and footwear, they grew by only 48%, thereby becoming for the second 
year running the least dynamic prices in the economy and restraining the increase in the overall price 
index. This behaviour resulted from the fact that foreign trade had a restraining effect on inflation in 
1982, as it had in the two preceding years, in spite of the high rate of devaluation and the tariff surtax. 
During 1982 the prices of tradeable goods rose by 57% as compared with the rise of 84% in the free 
prices of non-tradeable goods and that of 72% in the prices of controlled products and public services 
(with regard to the latter, the prices of fuels rose by 125% after having increased by 160% in 1981). 

For its part, the variation between annual averages, which was 64% in 1982 after having been 
75% in 1981, likewise marked the completion of a five-year cycle in which this rate had consistently 
exceeded 50% (see table 17). Thus, the annual average rate of increase in prices was 65% from 1978 
to 1982, in contrast to the rates of 28% in 1974-1977 and 9% between 1961 and 1973. 

As for the variation between annual averages of the wholesale price index, this came to 56%, 
after having been 68% in 1981. For the third consecutive year, the wholesale prices of imported goods 
—both agricultural commodities and manufactures— grew more slowly than those of goods of 
national origin, although the difference between them has become much smaller. ‘ 

These results were not in line with the 45% target set for the variation in the consumer price 
index between December 1981 and December 1982. This setback was due to the change in emphasis 


in the economic policy, which, as indicated above, put greater priority on the improvement of the 


e 


45 This ceiling was US$ 1.1 billion. Public long- 
46On the other hand, because of the worsening 0 
of the total increase in long-term debt in the final quarter of the year. 


term external indebtedness rose in 1982 by nearly US$ 1 050 million. 
f its financial situation towards the end of the year, the private sector received only 10% 
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external accounts than on controlling inflation. The resulting accelerated process of devaluation 
contributed to domestic price rises. Moreover, as the exchange policy was aimed at reducing the 
overvaluation of the sol and as the evolution of that policy depended largerly on the behaviour of 
domestic prices, a vicious circle was set up in which devaluation and inflation spurred each other on. Bs 

Inflation was therefore combated through the reduction in real liquidity and by austerity in 
public expenditure. However, the latter was not fulfilled, while the former was one of the direct 
causes of the economic recession in 1982. ae 

Finally, another important factor in the persistent rise in prices was the inflationary 
atmosphere which prevailed in the country after a number of years of high inflation and failure to 
control it. 


b) Wages and salaries 


During the year a considerable (8%) improvement was noted in the real value of the wages of 
non-manual workers and a much smaller rise (1%) in those of manual workers. In 1981 the latter had 
dropped by 2%, while in 1980 both classes of wages had grown by significant percentages (see 
table 18). Nevertheless, the real value of both classes of wages was 36% and 27%, respectively, lower 
than in 1973. As for the wages paid to government employees, they dropped for the second year 
running. 

In 1982 the practice of including provision for readjustment in the remunerations agreed upon 
in contracts reached through collective bargaining became general., These readjustments, which 
usually amount to between one-fifth and one-third of the total remuneration, are normally applied 
twice in each year covered by the contract, generally at the end of June and September. Their value 
also depends on the outcome of the negotiation, so that it is based on the anticipated inflation. This 
system of readjustments was preceded by the system of “advances”, the last of which was granted in 


- Table 17 
PERU: EVOLUTION OF DOMESTIC PRICES 


1976 1977 1978 1979 1980 1981 1982° 


Variation from December to December 


Consumer price index 44.7 32.4 73.7 66.7 60.8 Joa 72.9 
Food 44.5 33.0 hed, JA 38.1 68.2 IZA 
Wholesale price index 43.3 95.7 60.9 53.0 66.1 64.2 
Imported products 106-2155 49.0 41.7 48.2 63.5, 
Agricultural commodities 56.7 42.3 40.5” 
Manufactures 41.1 48.5 54.3” 
National products 30.5 88.5 66.4 57.7 flat 64.5 
Agricultural commodities 2% 67.4 97, 89.4 58.4 47.6. 
Manufactures 39.1 1100.0 604 415 822 sue 
Variation between annual averages 

Consumer price index 33.5 38.1 57.8 67.7 59.2 75.4 64.5 
Food Pe: 32.5 40.3 39.7, 74.2 58.8 76.4 52.9 
Wholesale price index 38.5 46.5 76.0 70.4 2341 68.1 56.3 
Imported products 36.8 61.1 96.9 Tey, 45.4 47.5 54.2 
Agricultural products 2 ie: 24:1 56.2 732 69.4 47.5 36.0° 
Manufactures 36.7 63.3 1010 720 446 47.5 50.8 
National products 39.1 42.0 68.2 69.6 56.3 76.1 57.0 
Agricultural products 35.6 40.6 44.3 ip 78.7 78.4 47.6° 
Manufactures 414. 43.1 “45822 9706 dele) 40.0 ge ee gee 


Source: National Institute of Statistics. 
“Preliminary figures. 

b 

January-November. 


ene *’ According to calculations by a Lima bank, up to 30 percentage points of the 1982 inflation (i.e., two-fifths of it) were due to the 
evaluation. 
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April 1982.48 On the other hand, the government continued to decree sporadic readjustments for 
workers not covered by collective bargaining and for public employees. 

The concept of the industrial community, created in 1970 and amended some years later, was 
further changed in 1982 as part of the process of putting it into its final form and reconciling its 
participative spirit with incentives for private enterprise. 

Originally, the workers were to have gradual access to the working capital of an enterprise until 
they possessed half of it, this being achieved by capitalizing 15 % of the net income of the firm either . 
by reinvestment or by the direct purchase of shares from other shareholders. A later modification 
changed this original concept, and the community became merely the body representing the workers 
in the management of the enterprise and was no longer the collective owner of their titles to the 
property. In addition, the ceiling placed on the participation of the workers was lowered to one-third 
of the total ownership. 

Under the new policy, the workers are given the alternative of either maintaining the system of 
the industrial community or dissolving the latter. If they decide to maintain it, they receive 10% of the 
net profits in cash, 13.5% in labour shares and 1.5% for the administrative expenses of the 
community. If they opt for dissolution, their cash share in the profits increases to 17%, they cease to 
participate in the ownership, but the workers still have the right to appoint one-fifth of the board of 
directors. In this case, the enterprise must have previously offered them three options for redeeming 
their labour shares: in cash, in installments, or in exchange for interest-bearing securities. Since in 
offering these options the enterprise is free to set virtually all the parameters (purchase price of 
shares, interest rates offered in the case of exchange for securities, etc.), it can actually decisively 
influence the choice of the workers. 

In view of the difficult economic situation in 1982, the enterprises were not able to make 
attractive offers in order to redeem the labour shares. Consequently, partly because of this and partly 
because of the industrial community intrinsic merits as far as the workers were concerned, the great 
majority of them decided not to dissolve their communities. 


Table 18 
PERU: EVOLUTION OF AVERAGE WAGES AND SALARIES 
1976 1977 1978 1979 1980 1981 1982* 


Average wages and salaries in the 
private sector: 


Nominal 
Salaries” 16021 19231 26065 39926 68237 121736 214477 
Wages 322 376 534 868 1510 2 605 4 325 
Real (indexes 1973 = 100) 
Salaries 79.7 69.7 a9. 54.3 58.3 59.3 63.8 
Wages 90.8 76.6 69.0 66.8 73.4 71.9 72.9 
Wages and salaries in general 
government: 
Real (index December 1973 = 100) eS: se 65.9 525 71.9 63.7 58.6 


Growth rates of real wages 
and salaries: 
Private sector: 


Salaries -8.9 -12.5 -14.6 -8.7 7.4 LF 7.6 
Wages 8.5 -15.6 -9.9 -3.2 9.9 -2.0 1.4 
General government ne ee es -20.3 37.0 -11.4 8.0 


Source: Ministry of Labour and Social Welfare; National Institute of Statistics; Central Reserve Bank of Peru. 

, Preliminary figures. 
Data for Metropolitan Lima. Coverage: establishments with ten or more workers. The salaries correspond to non-manual 
workers and the wages to manual workers. 

“Soles per month. 

4Soles per day. 


48 i i 
Under the system of advances, the employer transferred a certain amount of income to the workers, which had to be deducted 


subsequently in the light of the results of the next collective iati Vv i e negotiation. 
negotiation. However, very frequently the advances were included in the negotiati 
so that the original idea was lost. dec’: 
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5 hse 5. Monetary and fiscal policy 
a) _ Monetary policy 


‘In the course of 1982 a radical change took place in the objectives of monetary policy as 
_compared to the preceding year. 


g In 1981 the objective had been to increase the levels of real liquidity in national currency for the 


purpose of providing the financing needed in order to permit growth of the product. When the rate of 


a ecshinit in that year turned out to be higher than predicted, the scheduled flows of liquidity and 
- 


f 


nominal credit also increased correspondingly. Moreover, as the loss of international reserves was 


_ greater than anticipated, there was more room for the expansion of domestic credit in both the public 


and the private sectors. All these facts made a significant contribution to the reactivation of the 
economy in 1981. 

In 1982, in contrast, the specified monetary programme, which was certainly fulfilled in its 
general aims, abandoned the policy of expansion and made its central objectives the reduction in real 
terms of the liquidty in national currency and the maintenance of the level of credit (channelling 


_ practically all of it to the private sector and thereby obtaining a zero net balance for the public sector). 


The aim of this was to achieve the double goal of avoiding pressure on the inflationary process and of 
not losing international reserves. In this sense, there was a clear relationship between the application 
of this monetary policy and the accelerated process of devaluation observed in 1982. 

During the year some measures were taken which made it possible to resolve the original 
incompatibility between the objectives of contracting the monetary base, in order to reduce liquidity, 
while making more credit available for the private sector yet keeping the total volume of domestic 
credit constant. In the first quarter of the year, the marginal reserve was reduced to zero with a view to 
increasing the resources available for loan by the financial system and at the same time reducing the 
cost of credit. Thus, the financial institutions were exempted from the obligation of maintaining 
reserves in respect of increases in deposits over the average balances as at January 1982. 

Also in the first quarter, a ceiling of 55% was established for all the passive (deposit) interest 
rates of the financial system and the period of capitalization was liberalized. 4? In this way, an attempt 
was made to make deposits in soles more profitable and to attract resources to the financial system. 
However, this measure was offset by the high rate of devaluation, which was an incentive for savings 
in dollars. As a result, financial savings in national currency, which (expressed as a share of the 
product) had declined to their lowest level in 1979 (6%) and had then grown to 7% of the product in 
1980 and to 8% in 1981, expanded to 9% in the first quarter of 1982 alone, but then remained about 
the same for the remainder of the year. 

Similarly, in September the Central Reserve Bank decided that inter-bank transactions should 
gradually be reduced, so that in March 1983 they would represent a maximum of only 5% of the 
deposits of each institution. The objective was to divert these resources towards productive activities, 
as well as to surmount several difficulties affecting the banking system. Furthermore, the maximum 
term for bank loans was extended to five years, *° while finance institutions were permitted to grant 
short- and medium-term loans. An attempt was also made to attract foreign capital by promulgating a 
banking law which permitted the establishment of new foreign banking institutions in the country 
and an increase in the participation of foreign investors in the working capital of Peruvian banks and 
finance companies from one-fifth to one-third. 

As a result of all these measures (except perhaps the last named), the monetary multiplier with 
respect to money*! grew by 17%, while the multiplier referring to total liquidity in the hands of the 
banking system (which is more significant) was 51% higher in 1982, reaching the value of 4.6 (see 
table 19). ; 

The primary issue (monetary base) expanded by only 17% in nominal terms, thereby 
experiencing a significant real contraction of one-third, which came on the heels of the 15% 


49 The effective rate was, in fact, much higher. For example, with monthly capitalizations it came to 71%, as already indicated in section 1 


above. 
s0Previously the tepayment period was up to one year, longer-term loans being reserved for finance houses. This new term can be 


applied to a maximum of 10% of all the credit granted by the banks. “es 
51 The monetary multiplier measures the capacity of the financial system to increase the liquidity, starting from the monetary base or 


primary issue. 
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reduction recorded in 1981. This contraction was due to a sharp drop (-42%) in the credit granted by 
the Central Reserve Bank to the public sector. In other words, the objective of not financing that 
sector with resources from the monetary authority was achieved, and the total nominal credit granted 
by the Central Reserve Bank to the public sector remained at exactly the same level as in the preceding 
year. Credit to the development banking system, for its part, grew by 8% (see table 19). 

As regards the use made of the primary issue, note should be taken of the real decrease of 17% 
in money in circulation and the very significant drop (also in real terms) of 53% in the bank reserves — 
maintained in the Central Reserve Bank, due to the reduction in reserve requirements mentioned 


above. Thus, these reserves, which constituted 44% of the monetary base in 1981, saw their share 


drop to 31% in 1982. | 

The total money supply (M,, or money plus quasi-money) expanded by somewhat more than _ 
2% in real terms thanks to the aforementioned substantial growth in the multiplier of the monetary 
base (see table 20). This moderate expansion followed upon the very similar growth recorded in 
1981, after the substantial increases registered in 1979 and 1980. However, the slight increase in 1982 
concealed a significant contraction of 9% in liquidity in national currency (which was the objective of 
the monetary policy), after this had grown by 3% in 1981 and 10% in 1980. 

As in 1981, the money supply (M,) fell by 21% in real terms, while quasi-money expanded by 
13%, also in real terms. Thus, the quasi-money/money supply ratio increased to 0.75. In 1981 it had 
been 0.68 and in 1977 it was even below 0.50. In other words, as the inflationary process was 
reinforced, those possessing assets took the logical course of getting rid of holdings whose nominal 
yield was zero (cash and sight deposits). The real value of money in 1982 was equivalent to only 63% 
of what it had been 5 years before, and the drop in the value of sight deposits had been particularly 
marked. 

With regard to the components of quasi-money, although the tendency towards the 
dollarization of financial assets registered up to 1980 had been reversed in 1981, in 1982 it reversed 
itself once again very markedly. Thus, in 1977-1980 the annual real growth rate in soles of quasi- 


Table 19 
PERU: EVOLUTION OF THE MONETARY BASE 


SE ee eer 
Balance at year end 
(billions of soles) 


1978 1979 1980 1981 1982* 1978 1979 1980 1981 1982° 


Real growth rates 


Monetary base” 148 304 536 789 924 -12.9 23.2 9.6 -14.7 -32.4 
Sources 
Net international reserves (CRB)° -118 107 506. 402 905 194.2 -54.0 30.0 
Credit from CRB‘ to the public sector 117 161 218 479 480 -10.0 -17.5 -15.8 27.1 -419 
a) Direct 22 42-183 339) 505, 25.5, -15.6 2588 s7 to ieee 
b) Via Banco de la Nacion 95 129 35 140 -25 -15.6 -18.8 -83.1 131.4 
Credit from CRB‘ to development 
banks 64 76322107 Go 2893 SSbdrecd-Grve2ody d23 LOne 288 
Other accounts 85 -40 -295,\.-281,, 81244 41 
Uses 
In circulation 90, 3.4161.ciri 273, AB6g)  O28915.6j gio 5.4  -7.7 -16.7 
Banking reserves 46 122. -7219_, 348). 284 - 12,1 =. 59°35 11 77 Sasa 
Other 12 ZI 44 2 12 -108° 30 294 -932°" 333 
Monetary multipliers 
M,/Monetary base” 116 1.00 097 096 1.12 
M,/Monetary base® 2.3729 2292.51). S055. 57 


Source: Central Reserve Bank of Peru (CRB). 
“Preliminary figures. 
Of primary issue, depending on how shown in the accounts of the Central Reserve Bank. 
“Central Reserve Bank of Peru. 
MM, refers to money in the hands of the financial system (see table 20). 
M, corresponds to the sum of the money and the cuasi-money in the hands of the financial system (see table 20). 
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Lo 6. eh wT ts 
a BB far — 436 “391 
seth oes (‘812 on 924 
Sere ™ 6 535 
2) Sane |: ems 299 
36 «= 63G6-—«1:030-«s« 2.295 
347 303 508 
312 487 935, cel 928, 
23. =154, -«-413 - _~-607 
ee ano! Banking system 
Say ts: ; be ne 1198 2 103 
} erie Ca 05 519 19 
a) Bills and coins in 
circulation 90 161 270 432 
b) Sight deposits in national 
fee, 81 144 249 327 
ag. Quasi-mon 131 311 679 1344 
p42) In ee currency 83 163 305 695 
_ b)in foreign currency 48 148 374 649 
E ¥ Net international reserves 205 138 436 391 
a) Assets 4 118 464 872 924 
_ b) Liabilities 323 326 436 533 
B2. Net long-term external 
_indebtedness -52 -50 -77 ~—~-290 
_ 3. Net domestic credit 559 528 838 2002 
a) Public sector 296 224 386) eae 112 
__ b) Private sector 239 392 749 1586 
_ c) Other accounts i, Cate! allan? f pare eB °) 
; Non-banking system 
_ Total 49 80 150 284 
1. Quasi-money 49 80 150 284 
a) In national currency 49 80 144 275 
___ b) In foreign currency - - 6 9 
Sources: 
z 1. Net long-term external 
, _ indebtedness -28 -27 -Al -9 
2. Net domestic credit 77 108 192 293 
oT a) Public sector 51 79 122 202 
fh b) Private sector ; 13 95 186 342 
____¢) Other accounts -47 -66 -116 wisih 
_ Rate of entry of money’ 
__ GDP/Money 9.77 10.06 See alia 
- GDP/Money plus quasi-money 4.76 4.41 3.68 3.54 


oa Source: Centra] Reserve Bank of Peru. 
“Exchange rates used (soles per dollar 
i Preliminary figures. . 

“Data refer to the financial system. 
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money in foreign currency was, on average, higher than 180% while that relating to quasi-money in 
national currency was equal to -4%. In 1981, in contrast, the latter expanded by 25% while the former 
remained stagnant. Finally, in 1982 quasi-money in foreign currency again showed great dynamism in 
that it grew by 41%, while that in national currency barely increased at all (less than 1%). The reason 
for this turnabout was simply that the returns on dollar deposits were much greater than those on 
deposits in soles, owing both to the accelerated process of devaluation and to the fact that the interest 
rate on deposits in soles was not high enough to compensate for the rate of inflation. In 1981 the 
opposite had happened, in that in some periods of the year positive interest rates had been obtained 
on deposits in soles, while the devaluation was considerably lower than the rate of inflation. 

Consequently, the share of deposits in foreign currency in the total money supply, which in 
1977 had been less than 2%, reached 35% in 1982 after having stood at 28% in 1981. In terms ofits | 
share in the gross domestic product, this share rose from 0.4% in 1977 to 7% in 1981, going onto 
reach the very high figure of 10% in 1982. | 

The total credit granted to the public and private sectors, 2 for its part, grew by somewhat less 
than 10% in real terms, thus complying with the monetary programme for the year. In 1980 and 
1981, total credit had grown in real terms by 14% and 16%, respectively. As a result, at the end of 
1982 such credit amounted to over 5 billion soles, or the equivalent of 34% of the gross domestic 
product (see table 21). 

Of the total bank credit (80% of the credit granted by the financial system), 30% was expressed 
in dollars, as opposed to 24% in 1981. This kind of credit expanded in real terms by 23% in 1982. As 
for that granted in soles, it contracted in real terms, in that its nominal value increased by only 58%. 

As mentioned below, this tendency was especially marked in respect of credit to the private 
sector. The main cause of this was the rigorous application of the 1982 monetary programme, which 
resulted in a relative scarcity of soles in the local financial market so that the local banks had to seek 
funds in the exterior which could then be loaned in the same currency in the domestic market. This 
situation was considerably aggravated by the accelerated process of devaluation which led to the 
conversion of many sol deposits to dollar deposits during 1982. 

The real credit granted by the financial system to the public sector contracted by one-fifth 
between 1981 and 1982, falling to a lower level than in 1979 and thereby fulfilling another of the 
purposes of the monetary policy. 

Credit granted by the banking sector to the public sector (70% of the credit received by the 
latter) contracted in respect both of loans in national and in foreign currency. However, there was a 
slight expansion (3%) in the credit extended to the central government, due exclusively to the larger 
amount of credit received from the Banco de la Nacion. In contrast, net credit to the rest of the public 
sector was negative, once again due almost entirely to developments in respect of credit by the Banco 
de la Nacion.*? 

As for credit to the private sector, it expanded in real terms by 12% in 1982, after growth of 
19% in each of the two preceding years. The private sector received five-sixths of the nominal flow of 
new credit in 1982. 

The financing granted by the commercial banks to the private sector expanded by only 6% in 
real terms, while that given by the development banks increased by 25%, owing both to the opening 
of special lines of credit with funds from the Central Reserve Bank (in such areas as non-traditional 
exports, agriculture and industry) and to the establishment by those banks of credit lines in the 
exterior. 

The dis proportionate increase in dollar credit made the indebtedness position of the private 
sector, which was in many cases already critical, even more difficult because of the recessive situation 
internally and the high cost of credit, and led to the refinancing of a large proportion of private sector 
debts in 1982. This situation of the enterprises, which in some cases could be considered as over- 


°2Before adjustment for other accounts. 

53 This was due, on the one hand, to a public debt consolidation operation in the amount of 171 billion soles, whereby the Treasury took 
up a direct debt with the Central Reserve Bank as the counterpart for the amortization of part of the central governenenr debt and that of ECASA 
and local governments with the Banco de la Nacién. In turn, the latter reduced its commitments to the Central Reserve Bank. Ultimately, the 
negative credit of the Banco de la Nacién to the rest of the public sector was due to the fact that ENCI (Empresa Nacional de Comenielinaee de 


Insumos) and PETROPERU made big amortization payments and bigger deposits were received f 
ppmcee ce a 22 po: eceived from the latter and from MINPECO 
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| 72 707 385508 3S “Abe 288 71 33 
m the Banco de la Nacién Be Rang 153. 18 55 -13.6 2588 7.1 -13. 


Mauch don USA. uile4s) ve ae -15.0 -51.5 -50.5 -58.2 a 

ao 2 2 e : ‘ : 4 4 . Ss = 

Be ice conszerial bank sz 5239 135 SI 69 296 53.6 1533 54 

bi est of the eae 70 17 66 205 -70 -12.6 -85.6 144.4 80.3 

_ From the CR: 11 15 18 26 BAU et -2 25.0" lO, 20N, 
From the Banco de la Nacién 49 -3 37 172 -138_ -3.0 170.3 


From the development banks : ieee 100.0 
_ From the commercial banks } Ue pre - 5 35.7 -70.4 37.5 -63.6 


2. Private sector 239 392 749 1586 3095 -19.5 -1.7 18.9 22.6 13.0 
By currency: 
In national currency 908705302 vxd44542 19622100 625.7? -12.9-.12.2):272 lo 
a - dorrien currency 31 90 205 390 994 826 72.6 414 102 47.3 
as ank: a 
From the CRB’ ~ - = 5 1 3 0.0 
_ From the Banco de la Nacién _ 4 11 35 56 103 22.2 63.6 944 -86 63 
_ From the development banks $99) oo BIg SOI, 2-5 98> 12900517, 4 nod 3824-95 yk 0 249 
_ From the commercial banks 116 210 413 931 1699 -223 84 226 305 5.6 
Credit from the non-banking sector’ 124 174 308 544 1021 -15.1 -15.7 10.0 2.3 8.6 
To the public sector 51 we ioe 0) 800-2 5 3,9 al glad 
To the private sector oa" ogee 186° 342 622 *-21.9"-21- 9 216° 6.5" 9.1 
Total credit to the public and 
private sectors” 659 790 1 443 2902 5 059 -14.2 -28.1 13.6 164 0.8 
- To the public sector’ 347 303 508 974 1342 -7.9 -47.6 43 11.0 -20.4 
To the private sector 312 487 935 1928 3717 -20.2 -63 194 19.4 11.6 
Other accounts’ -23. -154 -413 -607 -973 


Total net credit from the 
financial system 636 636 1030 2295 4086 -13.8 -40.0 0.7 29.0 29 


Source: Central Reserve Bank of Peru. 

“Credit in foreign currency was converted into soles at the following rates of exchange (soles per dollar): 196 for 1978; 250 for 
1979; 342 for 1980; 507 for 1981; 990 for 1982. 

>Preliminary figures. F 

Not taking the “other accounts” entry into consideration. ; 

‘includes credit to the public sector minus deposits made by this sector. 

*Central Reserve Bank of Peru. 

Primarily capital and reserves. 


/ 


585 


indebtedness, was also reflected in the situation of the banks in that their net profits, which had been 
equivalent to one-third of their capital and reserves in 1980 and to one-fourth in 1981, fell to 15% in 
the first half of 1982. 

There was also the problem of overdue debt portfolios in 1982, as well as that of the over- 
concentration of credit in economic groups which were not always solvent. These factors were added 
to those just mentioned, especially in the cases of the Banco de la Industria y la Construccién, the 
Banco Comercial del Pert and the Banco del Sur Medio y Callao. The first-named of these banks had to 
go into liquidation in January 1982 and the other two early in 1983. 


b) Fiscal policy 

In line with the limits set in the agreement entered into with the International Monetary Fund, — | 
a public sector deficit equivalent to 4.2% of the gross domestic product was envisaged for the year. 
According to estimates, the central government's deficit should not have been higher than 1.8% of 
the gross domestic product, while that of the rest of the public sector should have been equal to 2.4% 


of the GDP. All this was based on the assumption that there would be periodic price adjustments in 


respect of fuels and of bread, wheat and rice and that more taxes would be collected as a result of the 


sales tax reform. In addition, the budget was designed on the basis of predominantly external _ 


financing of the deficit, while an end was to be put to additional net credit granted by the Central Bank 
to the public sector, as an aid in combating the inflationary process. 

However, the global deficit of the public sector (as a percentage of the gross domestic product) 
remained at the same level as in 1981, i.e., at 8.8%, amounting to somewhat more than 1 200 billion 
soles. This deficit which had averaged 4% of the gross domestic product in the period 1966-1975, rose 
to 9% during the crisis of 1976-1978. In 1979, thanks toa drastic stabilization programme, combined 
with a significant increase in international prices, it fell to less than 2%, only to rise again to 6.4% in 
1980. 

The deficit of the central government amounted to 45% of the sector's total deficit in 1982 (by 
comparison with 56% in 1981), equivalent to 3.9% of the gross domestic product (4.9% in 1981). As 
for that of the rest of the public sector (public enterprises in particular), its share in the gross 
domestic product reached a record level (4.9%) (see table 22). However, much of the public deficit 
has been accounted for by these enterprises since as early as 1974. 

In spite of all this, the initial aims of reducing the magnitude of the domestic financing of the 
public sector deficit, in harmony with the domestic monetary policy of restricting real liquidity and 
channelling credit to the private sector in so far as possible were achieved, and the real value of 
domestic financing, which in 1981 had been equivalent to 6% of the product, represented only 1% in 
1982, since its nominal value fell by over 70%. 

In contrast, both short- and long-term external financing trebled in real terms, covering 90% of 
the total deficit of the public sector and expanding from 2.5 % of the product in 1981 to 7.8% in 1982. 
Real external financing of the public enterprises grew faster than did that of the central government, 
since it expanded by 109% while the latter grew by 67%. The increase in short-term external 
financing was particularly intense, because it rose from a negative figure of 50 billion soles for the 
public sector as a whole in 1981 to a positive figure of 350 billion soles in 1982. 

Throughout the year, but especially as of the third quarter, there were a number of attempts to 
decrease the central government's deficit both by restricting expenditure and by seeking more 
revenue. To this end, an attempt was made on the one hand to improve the collection of taxes and, on 
the other, to reduce much of the expenditure. A considerable part of this effort was made in the 
budgets of the Ministry of Agriculture and the Office of the Prime Minister, by cutting back on the 
implementation of a number of irrigation projects. This policy of austerity in expenditure also 
affected the Ministry of Transport, through the reduction of highway construction funds, while other 
sectors such as education and health were affected to a lesser degree. Finally, the continued growth of 
the deficit was checked by the postponement to the end of the year of the payment of public works 
contractors; thus, in November the government began to pay them with 90 day promissory notes 

The total income of the central government in 1982 amounted to 2 500 billion soles equivalent 
to 18% of the GDP (see table 23). The stagnation of the income in real terms was in sharp contrast 
with the real increase of 20% which had been budgeted. *4 


54 According to budgetary projections (see table 23) and the annual average inflation initially estimated for 1982 (50%) 
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Table 22 


PERU: DEFICIT AND FINANCING OF THE NON-FINANCIAL PUBLIC SECTOR 


PERU 


Source: Central Reserve Bank of Peru. 


Includes social security, decentralized agencies, pu 


>CRB = Central Reserve Bank of Peru. 
“Outside the financial system. 
Preliminary figures. 


Balance at 


year end 


(billions of soles) 
Central Public 


3 govern-__enter- 
a ment _ prises 
£ 
: Deficit -141 -197 
_ Financing 141 197 
— O14 Medium-and long-term 
external financing 15 92 
Disbursements 197 139 
r Amortization payments -182 -47 
- 2. Short-term external 
- financin; -5 4 
3. Domestic financing 131 101 
oe system 105 38 
ee rozen in 
-13 -2 
" Other financial 
intermediaries 2 14 
~ Bonds‘ 9 4 
Other 46 47 
_ Deficit -415 -288 
Financing 415 288 
1. Medium-and long-term 
external financing 133 123 
Disbursements 407 197 
Amottization payments -274 -74 
_ 2. Short-term external 
ing financin 9 -61 
' 3. Domestic financing 273 226 
Banking system 308 43 
ae rozen in f 
7 : 
Deh financial 
intermediaries 18 25 
Bonds“ -14 3 
Other -112 155 
Deficit -540 -650 
Financing 540 650 
1. Medium-and long-term 
external financing 398 319 
Disbursement 860 424 
Amortization payments -462 -105 
2. Short-term external 
financin, 11 346 
3. Domestic financing 131 -15 
Banking system 341 -262 
ye rozen in 
CRB -14 - 
Other financial 
intermediaries -21 45 
Bonds* -14 -15 
Other -161 215 


Rest of 


the public Total 


sector 


1980 


18 
-18 


Percentage breakdown 


Central Public Rest of 
govern-_ enter-__ the public 


ment 


blic welfare and municipalities. 


prises sector 


100.0 -100.0 
46.7 : 
70.6 : 

-23.9 - 

2.0 
51.3 -100.0 
19.3 -72.2 
-1.0 r 
7.1 : 
2.0 
23.9 -278 

100.0 100.0 
427 200.0 
684 200.0 

“25.7 : 

2h 
78.5  -100.0 
149  -100.0 

8.7 : 
1.0 : 
53.8 . 

100.0 100.0 
ADIs suas 22 
65.2 tere 2 

-16.2 : 
53.2 -39.1 
23ipeerl 

40.3  -39.1 

69 - 
-2.0 
33.1 783 


Total 


Table 23 
PERU: CENTRAL GOVERNMENT OPERATIONS 


ae Real Percentage 
Billions of soles growth rates the GDP 
TT SS i 
1982 1982 a 1981 19827 
eae ee Mocmeoein oni eae 
A. Total income 1019 1523 2916 2500 15.9 -148 -0.1 20.5 18.0 18.1 
i 2492 15.9 -14.8 -0.5 20.5 18.0 18.0 
a Tasreseate ; O41 i 35) ; 138 2 254 19.7 — oe A ‘~ ec 
a-1) Income tax 297 303 496 483 58.0 : -2. ‘ : : 
Single income tax 259 232. 3/2c@ 372 660 ane He og ait a3 
Natural persons 16 41 36-335 -15.8 «43.8 - bs Oarrapade es 
Legal persons QAR G1 39659337" 77-47-5512 2 lary nei 
Wages and salaries 34 65 103 108 259 88 a Of sralieding 
Other 4 Guest 3 -20.0 oe - 4 01 ogee 
a-2) Property tax 63. 61 78°95 13.8 et A ete 
a-3) Import taxes 158 — 320.  5895"476 "E29 12-95" Be, piles 
a-4) Export taxes : 123. 116 145 116.139 -463 -394,; 25 F ; 
-5) Production and consumer 
j getty - 379 630 1 193 1172 500 =955 13k 7.6 iS B3 
Customs 91 186 374 351 165 “15.1 ~ "LS a 
Fuels OL SE560287 5910 pone? 2 DEI 1.8 1.8 : 
Other internal taxes 197 288 532 511 i». -168.. 79... 40» 34rd 
a-6) Other tax revenue 31 50 WZ 84 6.2 65 00 06. 067505 
-7) Less: credit 
ee dee wnenis E “80 98  -85ao2172 404,.-429° 7.1 -16  -lL2eaie 
b) Non-tax revenue . 67 114 218 194 -287 -3.0 43.1 id: Sas 
Own resources an 
: veanaters 11 27 34 44 -- 364. O02 O27 6 alee 
2. Capital income - - 176 8 - - - - - 0.1 
B. Total expenditure 1160 1938 2783 3040 27.6 -4.8 -4.5 23.4 22.9 22.0 
1. Current expenditure 898 1504 2205 2480 276 -46 04 18.1 17.8 17.9 
Wages and salaries 238 448-642 718 227 7.1 "-24° 045" S33 
Goods and services 36 64 107 93. 20.0 -O:0. -1R.1220:7> VO SR aeOT 
Transfers 166 237 361. 301 766 -18.7 -230 S320 
Public enterprises 3 5 5 1 . -~60.0 -878 0:1 700200 
Development corporations - - 12 18 - - - - =a). 
Others 161 234 344 282 ee 7 =26:7 3:2 LRT 
Interest payments 214 38260549 558. -27 19 -110> 43 450740 
Internal debt 92,203. 25 9259 oil L2G, 22a 1 We et ne: 
External debt t22- 179 20898299 08-164 20. 25 2d 2:2 
Defence 244 373 546 810 47:0. -127 319 49 44 e858 
2. Capital expenditure 262 434 578 560 27.8 -5.7 -21.5 5.3 5.1 4.0 
Gross capital 
formation 178 351 427° 414 219° 124 -280%°3.6) =f 
Transfers 84 81 °° 148° -135° 47.4 4529922 1:7 1,020 
Public enterprises 73 69 16 20 .. 246.6, =82.)) oS eaOSRepSl 
Development corporations - +) 1238.01 - - - - - 07 
Others 11 12 9 14 w= 304 -28.6 TO2Re2 0.2 
Other - 2 3 11 - - 300.0 25 FO OM eOm 
Saving on current account (A-B.1) 121 19 535 12 -30.9 -90.9 -63.6 2.4 0.2 0.1 
Economic deficit (A-B) -141 -415 133 -540 370.0 67.8 -209 -2.8 -4.9 -3.9 


Source: Central Reserve Bank of Peru. 
“Preliminary figures. 
*Includes revaluation of assets. 
‘Primarily tax reimbursement certificates for export promotion purposes. 
Includes deductions from wages ans salaries for Pension Fund, fines and other purposes. 
“Mainly public institutions and local governments. 
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“ The only revenue which grew in real terms was that from taxes on production and 
mption, which expanded by 13% after having contracted by 5% in 1981. Thus, after having 
ted for 40% of the tax income in 1980, these taxes surpassed the initial estimate (48%) and 
their share to 52% (equivalent to nearly 9% of the gross domestic product) in 1982. This 
gegntes partly due to the entry into force of the new tax legislation, which instituted a “general 
fax” 53 applicable to retail sales also, and a new selective tax on consumption. These new tax 
trruments improved the tax administration and simplified the system of collection. Moreover, 
ee of the rapid rise in the price of fuels, the collection of taxes relating to them grew by over one- 
Income tax collected contracted by 3% in real terms in the year, although growth of 7% had 
en forecast. Because of the regularization of the cases of many tax-payers, however, the revenue 
m this tax increased notably with respect to 1981, when it had gone down by 42%. On the other 
yand, revenue from the export tax remained constant in nominal terms, which meant a sharp drop in 
eal terms, owing both to the drops in the international prices of raw materials and to the reduction in 
the rates relating to mining exports. For their part, import duties fell by 9% in real terms. This 
_ feduction was in contrast with the increase of one-fourth programmed for the year and the increase of 
~ 15% recorded in 1981. It was due both to the capitalization of these taxes by public enterprises and to 
an unforeseen change in the structure of imports in favour of goods on which tax rates were lower. In 
_ any case, the revenue in 1982 included a surtax, which was applied throughout the year and was 
seemivalent to 15% of the prevailing tax. 
a Total central government expenditure, in nominal terms, was nearly one-third greater than 
had been budgeted. In real terms, however, it fell by 5% with respect to the preceding year. Real 
capital expenditure was 22% lower, due especially to the fact that the transfers made were smaller 
than those initially envisaged. As for current expenditure, its real value was the same as in 1981, while 
its share in total expenditure grew from 77% to 82%. Total government expenditure was the 
“equivalent of 22% of the gross domestic product. 

The only item under current expenditure which expanded in real terms was defence (32%), 
largely because of the increase in wages and salaries in that sector. Real payments of wages and 
salaries in the rest of the public sector (public employees, social security staff, teachers, police, etc.), 
which represent nearly a quarter of total government expenditure, contracted by 2% after having 

_ grown by 23% in 1980 and by 7% in 1981. This reduction was somewhat smaller than had initially 
been envisaged. Expenditure on current transfers fell by 23% in real terms after having dropped by 
~ 19% during 1981; interest payments on the domestic debt also fell by over 20%. 
: Capital expenditure dropped in real terms by over 21%, owing entirely to the drop of 28% in 
gross capital formation, which, in turn, was due to the fact that the pressure brought to bear to reduce 
the central government deficit was concentrated on this variable. As for capital transfers, they 
expanded by only 2% in real terms, although there was a notable change in their structure in that 
transfers to public enterprises declined in nominal terms by over 70%,°° while Departmental 
Development Corporations,*’ which did not exist in 1981, received three-quarters of the capital 
transfers from the government. 

Finally, the sizeable deficit of the public enterprises was due to a number of factors. In the first 
place, in many of these enterprises indebtedness had reached very high levels, which tied up much of 
their income for financial payments (this was true, for example, of the food importing enterprises). 
Secondly, during the year the prices of raw materials continued to drop, with serious effects on the 
» mineral exporting enterprises (CENTROMIN, MINEROPERU). Thirdly, 1982 was a year in which 
adjustments in subsidized prices experienced a considerable lag. This was the case with regard to the 

enterprises ENCI and ECASA, which had a joint deficit amounting to the equivalent of over 1% of the 
gross domestic product. With respect to the former, the sales prices of wheat covered only 62% of its 
cost, as opposed to 90% in 1981, while in the case of maize this percentage remained at about 80%. 
As for the coverage of the cost of the rice sold by ECASA, it barely increased, rising only from 58% to 
59%. Fourthly —and this was true of ELECTROPERU in particular— some disproportionate 


35 Equivalent to a walue added tax, applied at a rate of 16%. 
56This had an influence on the growth of the deficit of the public enterprises. 
57 There is one of these for each department in the Republic. They are decentra 


intersectoral local investment programmes. 


lized, autonomous bodies which carry out important 
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1. Recent economic trends: Introduction and summary ~ 


__ The growth rate of the economy decreased once again in 1982. The gross domestic product increased 
AH 1.5%, a figure lower than that of the two preceding years, and as a result the per capita product 
_ decreased by 1%. In addition, due to the sharp deterioration in the terms of trade (18%), gross 
income also dropped by 1% (see table 1 and figure 1). 

a The development of economic activity was influenced by different factors. The international 
- economic crisis had serious effects, since the Dominican economy is characterized by a high degree of 
__ opening towards the exterior. Additional factors were the climate of uncertainty during the first eight 
_ months of the year, the tension preceding the presidential elections, the death of the President in 
office one month before finishing his term, and finally, the entry into office of the new authorities, 
’ which delayed some investment decisions and affected the continuity of several public sector 
programmes. 

4 The policy of containing imports and austerity in public expenditure —which was maintained 
~ and made stricter during the fourth quarter of the year— avoided even more serious imbalances; 
however, it also hindered the growth of economic activity, consumption and investment. 
The combined effect of the decrease in unit values of exports (23%) and of the volume sold 
(17%), substantially reduced the value of exports of goods (35%). Imports also fell, although to a 
lesser extent (13%), for which reason the disequilibrium in the balance of trade exceeded that of the 
preceding year by 55%. On the other hand, the current account deficit, although it increased 
significantly (37%), did so to a lesser extent, since remittances of profits decreased slightly due to the 
a lower profits of the foreign mining companies. The lower supply of capital from international 
private banks and the lack of resources to cover the national counterpart of loans contracted with 
bilateral and multilateral sources affected the short- and long-term flow of external financing, which 
was not sufficient to cover the current deficit and made it necessary to resort to international reserves; 
the reduction in those reserves amounted to US$ 162 million. 

The negative development of the external sector and the greater strictness in the adjustment 
policy reduced imports of all types of goods; thus, production in some manufacturing branches was 
hindered, the investment process was impeded and resources were lost to the public sector since tax 
collection in this category decreased. 

The Central Bank procured less foreign currency, which led to a restriction of its allocation at 
the official exchange rate; the issuance of letters of credit was also suspended, due to the delay in 
payments to the corresponding banks. Both situations resulted in an increase in the demand for 
dollars in the parallel market, with a consequent rise in the exchange rate; from an average of 1.28 
Dominican pesos per dollar in 1981, it rose to 1.46 in 1982. 

Despite efforts to reduce spending and raise income, the fiscal deficit increased by more than 
60%, and its percentage of total government spending rose from 16% to 28%. The insufficiency of 
external financing, and the decrease in fiscal income, together with the policy of containing public 
spending, limited current spending and forced the Government to reduce capital expenditures 
substantially, which in turn had a negative effect on capital formation, consumption and the creation 
of jobs. 

It should be pointed out that from 1978 onwards current spending, especially wages, expanded 
rapidly. Ordinary income, on the other hand, increased slowly, and as a result the tax coefficient 
decreased from 13% in 1978 to 8% in 1982. 

Furthermore, the insufficiency of external financing put pressure on domestic resources. The 
growth of credit flow, as in recent years, exceeded currency issuance, and the Government and its 
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credit. 4 Ansserrrnt e ms eer | 
The growth of domestic prices, measured both by average annual variation and by increase trom | 
December to December, amounted to nearly 8%, 
year. Food prices, however, which in 1981 increase } 
rose in 1982 at a rate similar to that index, due to seasonal insu 


civil servants were reduced, and the purchase of office equipment was pro M me 
even stricter in the last quarter, when the imbalances became more acute and negotiations began with | 
the International Monetary Fund to obtain a loan of more than US$ 450 million. . 

Although support to the agricultural sector decreased during the first half of the year, the 
new administration again gave priority to categories relating to the basic | needs of the 
population. To that end, in August it implemented the Immediate Operative Plan (Plan 
Operativo Inmediato —PO!), which was based on the expansion of support services and on a larger 
financial contribution. 


| 
| 


Table 1 
DOMINICAN REPUBLIC: MAIN ECONOMIC INDICATORS 


nnn SEE PPT 


1977 1978 1979 1980 1981 1982* 


A. Basic economic indicators 
Gross domestic product at market prices 


(millions of dollars at 1970 prices) 2 948 93) O12 F292" “FS 334 <) Bi ee 
Population (millions of inhabitants) 5.19 SSL 5.43 5.56 5.69 5.83 
Per capita gross domestic product 

(1970 dollars) 568 567 580 600 607 602 


Growth rates 
B. Short-run economic indicators 


Gross domestic product 5.0 22 4.6 5.8 3.6 TS 
Per capita gross domestic product 2 -0.1 25 355 ee -0.9 
Gross domestic income a9 no 4.6 7.8 4.1 -0.9 
Terms of trade -8.5 -3.5 1.0 159/ 3.4 -18.3 
Current value of exports of goods 
and services 10.0 -10.7 Sure) 12.0 19.3 -27.4 
Current value of imports of goods 
and services 10.8 = 28.6 29.3 -6.8 -14.9 
Consumer prices° 
December - December = 8.8 25.6 4.6 7A Ta 
Variation between annual averages 33 7 ai 92 16.8 75 7.6 
Money 17.9 4.2 33.3 -3.5 14.8 10.2 
Current income of government 29 -6.8 16.5 29.0 45 -18.0 
Total expenditure of government 8.7 9.2 48.7 6.1 1.8 -4.8 
Fiscal deficit/total expenditure of government‘ 0.2 14.4 32:9 18.5 16.3 2h 
Millions of dollars 
C. External sector 
Trade balance (goods and services) -170 -326 -349 -647 -272 -422 
Balance on current account -132 -315 -360 -674 -378 -517 
Balance on capital account 182 276 358 708 416 373 
Variation in net international reserves 38 -29 8 44 31 -162 
Global external debt 1 090! 309 add 565 oro kd 839 y ork i832 viet 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 

Gross domestic product plus terms-of-trade effect. 
*Percentages. 
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In short, during 1982 the imbalances in the fiscal and financial area became worse and the net 
flow of external capital decreased, the latter circumstance causing a sharp contraction in international 
reserves. Private consumption was affected by the rise of unemployment and underemployment 
levels, the freezing of minimum wages and the decrease in middle- and high-level wages in the public 
sector, vis-a-vis a widespread increase in prices. Even within such a negative framework, global 
economic activity attained a minimum amount of growth which was lower, as mentioned above, than 
the growth of the population. 


2. Trends in economic activity 


a) Global supply and demand trends 
The growth of the gross domestic product decreased from nearly 4% in 1981 to slightly more 


than 19% in 1982 and-was accompanied by a substantial drop in the volume of imports of goods and 
services (17%), higher than that recorded the preceding year (12%). Asa result, global supply, which 
in 1981 had barely increased, decreased by slightly more than 1% during 1982 (see table 2). 

On the demand side, exports of goods and services went down by 14% in terms of volume (they 
had grown by 9% the year before). Gross domestic investment, following the trend of the preceding 
fiscal year, dropped by 4% and gross fixed capital formation by 6%, completing two consecutive years 
of decrease in both variables. ; 

The trend in capital formation was accompanied by a deceleration in its components. Public 
investment, after having decreased by 7% in 1981, shrank considerably (18%), as a result of 
limitations on public spending and restrictions on external financing. Similarly, private investment, 
which in 1981 had shown some signs of stagnation, went down by 3% during 1982 in response to the 
widespread economic recession, scarcity of foreign currency, rise in the price of foreign currency in 
the parallel market and the prevailing climate of uncertainty due to the change of government. 

Consumer expenditures, after a 3% rise in 1981, grew at a percentage of less than2%. A similar 
increase may be estimated for private consumption ——which implies a decrease in per capita terms— 


Table 2 
DOMINICAN REPUBLIC: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage G h 
St pret — hema ae 
1980 1981  1982° 1970 1982° 1980 1981  1982° 
Total supply 3999 4041 3991 12133 113.8 6.0 1.0 -1.2 
Gross domestic product at 
market prices ee 3334 3454 3506 1000 100.0 5.8 3.6 1.5 
Imports of goods and services _ 665 587 485 213 13.8 re -11.7 -17.4 
Total demand 3999 4041 3991 121.3 113.8 6.0 1.0 -1.2 
Domestic demand 5S, eo) ee eo, 106.2 102.3 9.9 0.1 0.4 
Gross domestic investment 842 761 731 tore 20.8 6.6 -9.7 -3.9 
Gross fixed investment 782 768 719 16.6 20.5 4.2 -1.8 64 
Public 609 607 587 Dit 3.8 125/ -7.3 -17.9 
Private _ 173 161 132 11.4 16.7 2.0 -0.2 -3.4 
Construction 457 462 440 oo 125 12 12 -4.9 
Machinery 325 306 279 6.7 8.0 0.3 -6.0 -8.6 
Changes in stocks 60 -7 12 i 0.3 
Total consumption 2B 2814 a2. 858 87.1 81.5 11.0 Eat 1.6 
General government 306 317 322 11.6 9.2 23.2 3.8 14 
Private aie 425 2497 2536 ib Be. 72.3 9.6 3.0 1.6 
Exports of goods and services 426 466 402 ilps 11.5 -18.1 93 -13.8 


Source: ECLA, on the basis of figures supplied by the Central Bank of the Dominican Republic. 
Preliminary figures. 


b : 
The figures for ex ports and imports of goods and services were taken from balance-of-payments data expressed in dollars at 
current prices, which were converted to constant 1970 values, using price indexes calculated by ECLA for the purpose 
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DOMINICAN REPUBLIC 
ose Table 3 


DOMINICAN REPUBLIC: GROSS DOMESTIC PRODUCT, BY KIND 
OF ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage 
at 1970 prices breakdown Growth rates 

| 1980 1981 1982° 1970 1982° 1980 1981 1982" 

, eo Gross domestic product” 2 973 3 079 3 125 100.0 100.0 — 5.8 3.6 1.5 

_ Goods 1 409 1510 1 502 49.7 47.7 2.8 a -0.5 

ia Agriculture 550 622 646 25.8 20.5 4.7 13.0 3.9 

% Mining _ 144 157 111 Eg Ye -14.7 9.1 -29.4 

~ Manufacturing 489 503 529 16.7 16.8 5.0 3.0 5.0 

- Construction 226 228 216 5.5 6.9 TA 0.8 -5.0 

_ Basic services 317 336 343 9.8 10.9 3.9 5.9 2.0 

Electricity, gas and water 56 61 56 13 1.8 12.1 8.9 -9.3 
Transport, storage and 

“; communications 261 275 287 8.5 9.1 2:2, 53) 4.5 

_ Other services ; 1 238 1 267 1 305 40.5 41.4 10.1 2.2 3.2 

Commerce and finance 398 414 428 1247, 13.6 4.7 3.8 3.6 

Ownership of dwellings 228 230 227 7.0 Tee, 6.5 0.8 -1.0 
Community, social and 

‘personal services 612 623 650 20.2 20.6 DD 197, 4.4 

Government services 319 316 331 15) 10.5 Wey -1.1 47 


Source: ECLA, on the basis of figures supplied by the Central Bank of the Dominican Republic. 

“Preliminary figures. 

» As the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly 
with the latter. 


due to the drop in real wages and the increase in unemployment. Government consumption, for its 
part, also recorded a very low increase, of slightly more than 1%, due to the austerity policy applied by 
the authorities. 


b) Trends of the main production sectors 


The evolution of the gross domestic product by sectors stagnated in activities connected with 
the production of goods as a result of a large decrease —nearly 30% — in mining and another lower 
one in construction (5%), which the growth in agriculture (4%) and manufacturing (5%) were 
unable to offset. Furthermore, the 2% increase in basic services was due to the 5% increase in 
transport, storage and communications, since electricity, gas and water services decreased by 9% asa 
result of the substantial losses in the transmission and distribution of electricity. The “other services’ 
item had the strongest performance in 1982, since except for real estate, whose share decreased by 
1% because of the slower rate of housing construction, the rest of the activities developed favourably 
(see table 3). 

i) Agriculture. The favourable results of agricultural production intended for the external 
market, together with that of livestock production, which increased by 6%, offset the drop in 
production intended for domestic consumption (3%), and made it possible to achieve a growth of the 
agricultural product on the order of 4%, slightly higher than that of the preceding year (see table 4). 

Although climatic conditions were generally favourable to agriculture, the institutional changes 
carried out during the year had a negative effect on agricultural development: there was some 
decrease in activities of support to the sector, delay in applying some agricultural policy measures and 
lateness in certain payments. 

When the new Government came into power, the authorities attempted to rectify those 
irregularities through the Immediate Operative Plan (POI), which was an attempt to expand support 
services and granr more financing for encouraging the sowing of basic products such as rice, beans, 
maize, potatoes and bananas. Eighty per cent of the goals of the plan were fulfilled, but its results were 
felt only partially in 1982, owing to the gap between the agricultural year and the calendar year. 
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The Institute for Price Stabilization (Instituto de Estabilizacién de Precios = INESPRE), 
which acts as intermediary between producers and consumers, altered price supports so as to 
encourage the cultivation of some products, and settled its debts with the rice-processing 
companies (22 million pesos), which for their part had ceased to finance the small producers. 

According to preliminary data, among products for domestic consumption, the most substantial 
increases were in production of rice and beans (12%), and yautia (11%). On the other hand, there 
were sharp decreases in production of maize (27%) and to a lesser extent that of manioc (13%) and 
bananas (3%). 


The reduction of exportable production was due to the decrease of nearly 40% in tobacco + 


production, which could not be offset by the increases in that of sugar cane, coffee and cocoa. The ; 
sharp drop in tobacco may be explained by the consequences of the blue mold the year before, and by — 


the drought which affected some regions. Sugar cane production, despite the unfavourable conditions — 


of the international market, expanded by 15%, a rate two points higher than that of the preceding — 
year. However, the continued drop in international sugar prices made its profitability decrease, since 
the three sugar producers began to take measures to reduce production in order to avoid having an ~ 
even greater drop in those prices, because of the over supply. 


Coffee production, on the other hand, rose by 16%, after decreasing by 9% the year before and — 


stagnating during the two-year period 1978-1979. A contributing factor was the rise in external 
market prices, which, thanks to governmental provisions, was reflected in the price supports to 
producers; previously, those rises had only benefited middlemen. 

Finally, the 10% increase, for the second consecutive year, in cocoa production —which 
practically allowed it to recover its 1979 levels— was linked to the larger amount of financing and 
technical assistance with which that crop was provided. 


Table 4 


DOMINICAN REPUBLIC: INDICATORS OF 
AGRICULTURAL PRODUCTION 


ota SE 
1979 1980 1981 1982° 1980 1981 1982° 
Agricultural production 110.2 115.5 120.6 125.7 4.8 4.2 4,4 
Agriculture 105.0 109.0 113.8 118.5 3.8 44 4.1 
For export _ 106.9 101.7 105.2 111.6 -49 3.4 6.1 
For domestic consumption 104.6 114.0 122.4 125.4 9.0 7A 25 
Livestock 125.4 134.8 143.5 151.4 ds 6.5 5 
Export products 
Sugar cane 102.4 90.0 101.8 117.0 -12.1 13.1 14.9 
Cacao 116.9 S27, 103.5 13.7 -20.7 LJ 9.8 
Coffee 127.5 126.9 115.8 134.1 -0.5 -8.7 15.8 
Tobacco 87.3 102.0 109.5 67.0 16.8 7A -38.8 
Products for domestic consumption - 
Rice 137.9 145.6 146.6 163.6 5.6 0.7 11.6 
Beans 130.3 135.0 137.3 153.8 3.6 1.7 12.0 
Maize 92.8 88.3 121.3 89.2 -4.8 374-2265 
Plantains 106.0 100.0 144.7 139.8 -5.6 44.7 -3.4 
Yautia 103.3 119.2 126.2 140.3 15.4 5.9 11.2 
Yuca 68.3 66.3 71.9 62.6 -2.9 8.5 >\ -129 
Other 79.2 92.5 90.9 97.7 16.8 -1.7 aa 
meee: production 
Bee 102.5 114.1 Wy 138.1 11 
: : : 2 11.6 8.5 
Rai ‘4 123.0 92.9 26.0 63.7 -24.5 -72.0 145.0 
oultry 210.9 245.5 305.4 329.5 16.4 24.4 ia 
Milk 109.5 115.4 eee 121.0 5.4 29 1.9 


Source: ECLA, on the basis of information supplied by the Central Bank of the Dominican Republic 
, Preliminary figures. 
‘Cattle slaughtered. 


“In 1982 the number of pigs slaughtered was 1 586 tons, while in 1981 it was 647 tons. 
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DOMINICAN REPUBLIC 
- i 5 | Table 5 
_ DOMINICAN REPUBLIC: INDICATORS OF MINING PRODUCTION 


Growth rates 


1979 1980 1981 1982) setae arr an Pee 
1979 1980 1981 1982° 


158 135 144 104 28.2 148 6.9 -28.0 
524 510 405 152 -7.7 -2.7 -17.7 -62.5 
66 43 50 14 75.6 -34.9 16.0 -72.0 
353 370 408 386 3.0 4.8 10.3 -5.4 
2 276 1 623 2 034 2 198 23.4 -28.7 YB je) 8.1 


_ Source: ECLA, on the basis information supplied by the Central Bank of the Dominican Republic. 

_ *Preliminary figures. 

_ ~Based on the four metals studied excluding the extraction of stone, sand and clay, exploitation of salt and production of 
gypsum and limestone. 

be jLhousands of tons. 
__ “Thousands of troy ounces. 


Livestock production grew by around 6% —a slightly lower rate than that of the preceding 
year— stimulated by an increase in cattle (9%) and poultry (8%) slaughter and milk production 
(2%). Beef exports increased over their 1981 level. However, they continued to be low, since they 

only represented around 7% of production and 1% of the total value of exports. 

With regard to livestock production, the consequences of the outbreaks of swine fever in 1978 
and 1979, which reduced production from an average of 3 000 tons to only 647 in 1981, appear to 
have been overcome: the figure rose to 1 586 tons in 1982. For the past three years the pig herds have 
been built up again through the importation of breeds more resistant to the disease, although these 
breeds have encountered difficulties in adjusting to the conditions of the country. 

Agricultural policy continued to give priority to production for the domestic market. 
Nevertheless, the lack of financial resources affected investments intended for expanding the 
infrastructure, and credits granted by the Banco Agricola decreased by nearly 30%. In March a law 
was enacted to encourage the development of agro-industrial activity through the granting of fiscal 
incentives. In this way it was hoped to diversify agriculture and encourage the development of some 
industrial lines, both for domestic consumption and export. 

ii) Mining. After its recovery (7%) in 1981 as a result of the increase in gold, silver and 
ferronickel exploitation, mining production suffered an acute downturn which was reflected in a 
contraction of nearly 30%. There were drops in ferronickel (72%) and bauxite (63%) production, 
while that of gold, which represents around 60% of the total value of mining production, decreased 
more moderately (5%). Only silver managed to increase its production by 8%, a figure lower than 
that of the preceding year (25%), and which only partially offset the depression in the rest of the 
mining products (see table 5). 

Bauxite production has declined gradually since 1974 —when it reached one million tons— 
despite the fact that until 1981, international prices were favourable. In 1982 production decreased 
from 405 000 to 152 000 tons, and thus coincided with the drop in the prices of this product in the 
international market. In the case of ferronickel, the trends in its production closely followed those of 
international prices. Between 1978 and 1979 the installed capacity of the only company producing it 
expanded to 66 000 tons and production grew by more than 70%. From that time onwards, it has 
tended to be erratic due to the depression in international demand for this product. In 1982, the plant 
was closed for nine months; although it re-opened in the last quarter, it resumed work at only half of 
its installed capacity, for which reason the company laid off 700 of its 1 200 workers. 

Gold and silver extraction is carried out at the Pueblo Viejo mine, Government-owned since 
1979. Since that year, its rate of production has depended more on the financial needs of the 
Government than on external market conditions. In 1981, when international gold and silver prices 
dropped abruptly, there was a substantial increase in the production of these metals. The following 
year, when prices declined almost continuously, that of gold decreased (5%), but that of silver rose 
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another 8%. Work is currently being conducted to determine the gold and silver reserves int 
Cacaos and Monte Negro deposits, and several copper extraction projects are also being reviewed b y 
French and German entrepreneurs. ' 

iii) Manufacturing. Manufacturing grew at a rate of 5%, two points higher than that of the 
preceding year, and thus became the goods-producing activity with the most stable behaviour in th 


last four years. This increase was based to a large extent on those branches which use national inputs 


since those requiring imported raw materials became active only in the second half of 1982 due to the 


scarcity of foreign currency which reduced the availability of inputs in the early months of the year. 
Thus, the growth of manufactures was chiefly based on the food-processing branches, and especially 


rice and coffee, wheat mills, and sugar refinery (see table 6). a? 
The manufacturing activities connected with the construction industry developed erratically. 
Production of reinforcing bars increased by 13%, whereas that of cement stagnated because of 


paralysation of the State company. Asphalt production also shrank by nearly 80%, since construction | 


activity in the public sector gave priority to housing construction. 

Sugar mill production —which represents around 18% of the total— increased by 18%, 
despite labour problems affecting the State mills, which began the sugar harvest more than 20 days 
late. 

When the new Government came into power, the negative financial situation being 
experienced by the public enterprises became obvious. The Consejo Estatal del Azucar (CEA) 
sustained numerous losses, especially during 1982, when the cost of sugar production (20 cents per 
pound) exceeded international market prices. For this reason payment of obligations abroad, which 
amounted to approximately US$ 60 million, had to be deferred. Furthermore, 21 public enterprises 
grouped into the Corporacién Dominicana de Empresas Estatales (CORDE) accumulated liabilities in 
the amount of 142 million Dominican pesos. 

Finally, the scarcity of foreign currency led the Central Bank to reduce allocations intended for 
the purchase of intermediate and capital goods; the entrepreneurs affected by that measure had to 
purchase their currency in the parallel market at a cost 50% higher. 

iv) Construction. During nearly the entire 1970s, construction, supported by public spending, 
became the catalyst of economic growth. In 1980 it was still showing signs of strength, encouraged by 
the rehabilitation effort directed towards the damage caused by the meteorological phenomena of 
1979. But in 1981, and to a greater extent in 1982, the financial problems faced by the public sector 


Table 6 


DOMINICAN REPUBLIC: SOME INDICATORS OF 
MANUFACTURING PRODUCTION 


Growth rates 


1979 1980 1981 182... SSS 
1979 1980 1981 1982° 


Certain products 


Raw sugar, 1 069 911 933), aalylio 1 -14.8 oF 18.3 
Refined sugar ‘ SF 102 114 112 -8.2 4.8 ey -1.8 
Processed coffee 60 60 52 60 39.1 -0.5 -13.1 15.4 
Beer : 66 76 84 89 S97 15.3 FOS 5.9 
Cigarettes 225 222 222 224 0.4 -1.3 - 0.9 
Cement 21 24 22 22 5.0 14.5 -8.3 - 
Flour’ 3028 3346 3198 3994 16.9 10.5 -44 24.9 
Other indicators 

Consumption of electric energy* 662 719 758 673 al 8.6 5.4 -11.2 


Source: ECLA, on the basis of information supplied by the Central Bank of the Dominican Republic 
“Preliminary figures. . 
Thousands of tons. 
(Millions of litres. 
Millions of packets. 
“Millions of 42.5-kg sacks. 
Millions of quintals. 
® Thousands of kWh. 
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- a 9te5 St Pc 8 ets wt ; Table 7° : é 
: = DOMINICAN REPUBLIC: MAIN FOREIGN TRADE INDICATORS 


iy Ges 1978 1979 1980 1981 


a Growth rates 


Ey pers of goods FOB 
- Value 8.9 -13.5 28.7 10.8 23.5 -35.4 
Volume 15.1 -16.2 15.1 rp 13.2 -16.5 
j Unit value -5.3 ne 11.8 443 a -22.6 
- Imports of goods FOB 
12 1.5 31.9 33.6 -5.3 -13.1 
8 ‘ 5.1 -6.3 19.5 8.7 -8.8 -14.9 
Unit value 5.8 8.4 10.4 22.9 3.8 zal 
ms of trade -10.6 -4.5 1.2 19.2 44 -24.2 
ae Indexes (1970 = 100) 
_ Terms of trade (goods) 89.5 85.5 86.6 103.2 107.7 81.6 
~ Purchasing power of exports of goods 180.3 145.5 169.2 155.8 182.1 114.2 
_ Purchasing power of exports of goods 
__and services 178.4 148.6 184.1 171.4 193.6 136.4 


. 
, 
= 


‘ Source: ECLA, on the basis of figures from the Central Bank of the Dominican Republic. 
_ “Preliminary figures. 


and the decrease in the rate of private sector investment affected this activity and were reflected in a 
stagnation of the product in 1981 and a 5% decrease in the last year. 

The structure of the work carried out by the public sector was altered in 1982 and 
encouragement given to the construction of low-cost housing for the rural and urban population, in 
the framework of the Plan of the Instituto Nacional de la Vivienda (National Housing Institute), 
which envisaged the construction of 18 000 units in three years. 

Private initiative, for its part, changed the rate of housing construction, reducing housing aimed 


, at high-income groups and encouraging the medium-income market. Thus the cost per residence 


dropped from more than 25 000 Dominican pesos in 1981 to around 16 000 in 1982. 
3. The external sector 


Although the external imbalance decreased considerably in 1981, it worsened further in 1982, due to 
the effects of the international recession on current and capital transactions. 

The reduction of the international prices of most export products and the decrease in the 
volumes sold resulted in a contraction of 35% in export income. Although that drop was 
accompanied by a reduction in imports resulting from the containment policy and the lower rate of 
economic activity, the trade deficit increased by 55% and the current account deficit by 37%. 

Together with this greater imbalance in the current account, there was a decrease in 
procurement of external capital, and around US$ 160 million in international reserves were lost; it 
should be pointed out in this connection that there had been successive increases in the preceding 
three-year period. 

The sharp drop in sugar prices (47%) as well as those of ferronickel and doré (around 26%) 
and cocoa (17%), could not be offset by the rise in the prices of other agricultural and mineral 
products; as a result, the unit value of exports of goods decreased by 23 %. In addition, since the unit 
value of imports rose slightly in the meantime (2%), the terms of trade deteriorated by 24%, the 
biggest setback since 1977. The worsening of the terms of trade, together with the substantial 
reduction in the volume exported (23 %), resulted in a contraction of 37% in the purchasing power of 
exports (see table 7). 

The parallel exchange market expanded its activity during the year. The lower procurement of 
currency by the Central Bank made it necessary to decrease the number of categories for whose 
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purchase currency was assigned at the official exchange rate. Similarly, due to the accumulated delay 
with which this institution liquidated letters of ‘credit between November 1981 and February 1982, 
the issuance of new documents came to a standstill, making it necessary to resort to the parallel 
market to meet the most urgent operations. The temporary suspension of the prohibition on 
importing automobiles, in the middle of the year, also accelerated the purchase of automobiles with — 
currency from the extra-official market. Finally, the period of transition brought about by the change 
of government authorities also appears to have helped increase parallel market transactions. ; ; | 
All these factors put pressure on the exchange rate in the extra-official market, which in | 
December 1982 reached around 1.50 Dominican pesos per dollar, since the price one year before had — 


should be pointed out that in October the commercial banks were allowed to carry out operations in — 
the parallel market. 


a) Merchandise trade 


i) Exports. The value of exports decreased by 35 % owing to the combined effect of the decrease 
in the volume sold (17%) and the reduction in prices-(23 %). Although the exported value of nearly — 
all products shrank in comparison with the 1981 figures, special mention should be given to the 
decrease to nearly half of income from sales of sugar —the most important export product, | 
representing 35% of total sales— and the more than 40% decrease in minerals. The only export 
values which rose were those of coffee (26%) and cocoa (18%) (see table 8). 

Given the marked drop in the sugar price in the world market, additional tariffs were 
established in the sugar market of the United States, where prices are higher, for the purpose of 
protecting the national producers, and from May onwards a régime of import quotas by country was 
applied. These limitations drastically reduced Dominican exports to that market. Thus the value of 
sales to the United States during the year represented only 30% of those made the year before; in 
terms of value, it amounted to half. To offset this decrease sales of the product were diverted to other 
markets, and the volume exported to those markets nearly tripled. However, this meant only a50% 
increase in the total value of sugar sales. From October onwards, when international prices were at 


Table 8 
DOMINICAN REPUBLIC: EXPORTS OF GOODS, FOB 


i 


Millions of dollars disies Growth rates 


1980 1981 1982* 1980  1982* 1980 1981 1982° 


Total’ 962 1188 768 100.0 100.0 10.7 23.5  -35.3 
Traditional exports 509 762 483 87.9 62.9 -5.6 49.7 -36.6 
Raw sugar 290 513 266 48.5 34.6 52.0 76.8 -48.1 
Coffee 77 76 96 13.5 12.5 -51.3 -1.3 26.3 
Cocoa beans 51 45 53 9.0 6.9 -28.8 -12.3 17s 
Leaf tobacco 36 66 21 6.6 2.7 -36.6 88.5 -68.2 
Furfural 21 27 22 2.4 2.9 -23.5 27.9 -18.5 
Molasses TS 19 20 0.8 2.6 7.9 23.8 BS, 
Bauxite 19 16 5 Pt 0.7 SERS -15.1 -68.7 
Non-traditional exports 445 418 285 12.1 ayer 39.1 -6.1 -31.8 
Gold and silver 259 208 164 21.4 103.1 -19.9 -21.1 
Ferronickel 101 110 24 - 3.1 -17.9 9.1 -78.2 
Chemical fertilizers 19 14 8 - 1.1 11.8 -25.3 -42.9 
Leather manufactured products 6 6 6 - 0.8 -15.1 -6.4 2 
Other manufactured produts 41 55-60 7 Sein (15: en. YW. 9.1 


Other agricultural products 19 be 2054 2.9 29\") 139752 * ee RBG 


Source: ECLA, on the basis of figures from the Central Bank of the Dominican Republic. 
» Preliminary figures. 

Including a category of non-classified export products, practically insignificant. 
“Including roasted coffee. 
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Table 9 
DOMINICAN REPUBLIC: IMPORTS OF GOODS, FOB 


Millions of dollars se Se Growth rates 
-, 1980 1981 1982° 1980 1982 «1981 1982" 
Total 1 520 1 452 1 250 100.0 100.0 4.5 1 
, . . ~ . ia 3.9 
Consumer goods 398 337 304 26.2 her 5715.3 -9.8 
Food 103 108 58 6.8 4.6 49 -46,.3 
eo Beverages and tobacco - 3 2 - - - =D9iD 
Other goods 187 119 165 Ley Tz 36.4 38.7 
-_- Consumer durables 108 107 79 Thal 6.3 -0.9 -26.2 
_ Fuel : 456 497 447 30.0 35.8 9.0 -10.1 
_ Intermediate goods 391 389 305 254 24.4 -0.5 -21.6 
Capital goods 275 229 194 18.1 15.5 -16.7 -15.3 


Fe Source: ECLA, on the basis of figures from the Central Bank of the Dominican Republic. 

Preliminary figures. 

- their lowest, the Consejo Estatal del Azicar —which produces around 60% of the product— 
~ withdrew from the world market to wait for a recovery. As a whole, the volume exported decreased 
» only slightly (2%) in comparison with 1981, for which reason the drastic decrease of the unit value 

_ (47%) can be considered as the main cause of the contraction of income. 

j Tobacco exports decreased sharply (68%) due to the severe contraction in their volume. 

‘International prices of this product continued the gradual rise which had begun at the beginning of 

the 1970s, but it has not been possible to take full advantage of these rises because of several obstacles 
~ of a conjunctural nature. 
Cocoa exports, which had declined during the last quarter, increased by 18% in 1982 due to an 
increase of 42% in the volume sold, since prices continued the decline which had begun in 1979. 
Coffee was one of the few products showing dynamism. With an increase of 27% in the volume 
exported and 15% in prices, income from coffee sales rose by 27%. It should be pointed out that 
* exports of roasted coffee continued to decrease, for which reason they only represented 
approximately 5% of the value of this product. 

There was a general drop in exports of all mineral products, chiefly caused by the reduction of 
their prices in the international market. Ferronickel sales decreased to one-fifth and those of bauxite 
to one-third. In both cases, the volume exported decreased, and in the case of bauxite, exports were 
even suspended towards the end of the year (it should be borne in mind that its share in total exports 
had been 7% only two years before). External sales of doré, which represented nearly two-thirds of 
mineral exports, decreased by 21% due to the 26% drop in its prices, although its sales volume 
increased by about 6%. 

For the purpose of providing exports of sugar, molasses, coffee beans, leaf tobacco and cocoa 
beans with the necessary currency for purchasing capital goods and imported inputs, the Exchange 
Credit Certificates were created in November. These certificates could be exchanged for currency at 
the equivalent of 20% of the FOB value of the raw sugar exports, and 10% of that value for the other 
export products. 


ii) Imports. The downward trend of the preceding year grew stronger. In 1982, the value of 
imports of goods decreased by 13% due to an even greater reduction (15%) in the value imported, 
which joined the 9% drop it had experienced in 1981; the unit value, for its part, increased by slightly 
more than 2%, a percentage lower than that of 1981 (see table 7). 

The decline of external purchases was linked to the following factors, among others: low 
investment and sluggishness of some productive activities, the import containment policy, the rise of 
the exchange rate in the parallel market and an agricultural policy which aimed at self-sustainment in 
basic agricultural products. 

According to-preliminary figures, the decline in imports affected all categories, although its 
influence was greatest on external purchases of petroleum, capital goods and especially durable 
consumer goods, all of which represented some 58% of the total imported (see table 9). 
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In the case of petroleum the 10% decrease corresponded to a lower volume purchased —since 
the price did not change— and was due to the deterioration of economic activity, especially in the 
mining companies. 

eae of capital and consumer durables shrank on the whole by 19%. Trends in the former it 
were basically linked to low investment, while those of the latter were chiefly due to the restriction of 
imports. It should be recalled that external purchases of vehicles, prohibited since the year before, 
were resumed for a few months, which meant a disbursement of US$ 55 million, a figure lower than 
that of the preceding year. 

With regard to food imports, those of cereals were able to be reduced by less than half, thanks to | 
a larger domestic supply. This fact was partially offset by an increase of more than 40% in purchases 
of fats and oils, which made this category as a whole decrease by 46%. : 

Finally, raw materials purchases decreased as a whole by 22%, with differences in the behaviour 
of the different types of raw materials. 

The import containment policy was maintained throughout the year and applied more strictly 
from August onwards, when the new Government came into office. Thus the list of goods for whose 
import the Central Bank does not grant currency was expanded; the quotas for raw materials 
purchases were maintained, there was a one-year suspension on imports in various categories, 
including basic food products (pork, rice and beans), consumer durables (electrical appliances and 
vehicles) and some capital goods (tractors, levellers and power shovels) and finally, at the end of the 
year, and more for the purpose of tax collection than its effects on containing imports, a tax of 10% 
was established on the value of merchandise purchased abroad. 


" 
i 
+ i] 


b) Services trade and factor payments 


i) Tourism and other services. The positive balance in the tourism category rose from 
US$ 75 million in 1981 to US$ 138 million in 1982 (84%). This rise was due to the substantial 
decrease (31%) of expenditures for travel abroad, as a result of the rise in the parallel exchange rate, 
the drop in income and the general economic situation. 

Income from tourism increased by 12%, a lower percentage than that of the two preceding 
years. This was especially influenced by the stagnation in the flow of foreign visitors arriving by air, 
whose expenditure is higher than that of the other tourists. This stagnation was partially offset by a 
slight increase in the average stay (from 7.3 nights to 8) and by an increase in non-resident 
Dominican visitors (6%). The number of persons taking sea cruises decreased by 9%; however, since 
their average expenditure is low, this only represented a decrease of some US$ 300 000 in travel 
income. 

The slackening of tourist activity reflected the economic recession in the United States, the 
country from which approximately two-thirds of visitors come. 

During the year one hotel was partially completed and two were expanded; thus hotel capacity 
was increased by 105 rooms. Sixteen hotels are being built, extended and remodeled, which will mean 
a future addition of 2 000 rooms, 50% of which will be located in the capital; a large percentage of the 
rest will be located in the Puerto Plata tourist complex. 

Remittances of profits and interest payments were similar to those of 1981, around US$ 300 
million. Their increase was not greater mainly because of the negative situation of the foreign-owned 
mining companies and because of the renegotiation of the short-term external debt. 

Finally, private transfers —basically remittances by Dominican residents abroad— practically 
did not change in comparison with the preceding year. 


c) The current account imbalance and its financing 


After a reduction of 44% in the current account deficit, the sharp contraction in external sales 
during 1982 caused an increase of 37%, bringing the deficit to US$ 517 million. This figure 
represented around 50% of exports of goods and services and 6% of the gross domestic product; the 
preceding year the corresponding percentages were 25% and 5% (see table 10). 

Inflow of capital, which in 1981 had already suffered a decrease of 37%, decreased by 30% in 
1982. However, in contrast with the preceding year, when the sharpest decrease (48%) was noted in 
net inflow of long-term capital, short-term capital decreased more in 1982 while inflow of long-term 
capital decreased at a more gradual rate (13%). 
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a. 
4 
_ Balance on current accounts 
_ Trade balance 
a Exports of goods and services 
a Goods FOB 
_ Real services 
_ Transport and insurance 
-.- Travel 
_ Imports of goods and services 
Goods FOB 
Real services 
_ Transport and insurance 
Travel 
_~ Factor services 
Profits 
Interest received 
Interest paid 
Unrequited private transfer payments 
Balance on capital account 
Unrequited official transfer payments 
Long-term capital 
Direct investment 
Portfolio investment 
Other long-term capital 
Official sector“ 
Loans disbursed 
Amortization payments 
Commercial banks‘ 
* Loans disbursed 
Amortization payments 
Other sectors“ 
Loans disbursed 
Amortization payments 
Short-term capital (net) 
Official sector 
Commercial banks 
Other sectors 
Errors and omissions 
Global balance“ 
Total variation in reserves 
(- sign indicates an increase) 
Monetary gold 
Special Drawing Rights 
IMF reserve position 
Foreign exchange assets 
Other assets 
Use made of IMF credit 


“Preliminary figures. 


liabilities. 


Table 10 


(Millions of dollars) 
1977 1978 
-132 -315 
-170 -326 

927 828 
780 675 
147 152 
19 20 
92 92 
1 097 1 154 
849 862 
248 292 
103 111 
102 126 
-98 -136 
-29 -41 
12 21 
-82 -116 
136 146 
182 276 
4 4 
199 187 
71 64 
127 123 
83 145 
fist 189 
-27 -44 
-1 -1 
-1 -1 
46 -21 
105 56 
-60 -77 
-23 40 
-17 40 
9 19 
-15 -19 
2 46 
50 -39 
-38 29 
“7 B 

1 : 
-57 26 
19 3 


Source: 1977-1981: International Monetary Fund, Balance of Pay 


=3 
-81 
77 
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DOMINICAN REPUBLIC: BALANCE OF PAYMENTS 


-76 


Real services also include other official and private transactions, but not factor services. 
| ©In addition to loans received and amortization payments made, this entry includes net loans gr 


95 
51 


ments Yearbook; 1982: ECLA, on the basis of official data. 


anted and other assets and 


“The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 


| variation in reserves of opposite sign and t 
| of gold, allocation or settlement of Specia 


he global balance represents counterpart items. monetization or demonetization 
1 Drawing Rights, and variation due to revaluation. 
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The nearly complete disappearance of direct investments was the basic cause of the decline in. 
long-term financing. After the 1979 alteration in the law on industrial incentives, which defined the 
areas intended for foreign capital and national capital —public and private— foreign investment 
amounted to around US$ 90 million in 1980 and 1981. However, during 1982, it was negatively 
affected by prospects of changes in the treatment given to foreign capital (when the new authorities © 
entered into office) and by the international economic crisis. ; 

Net inflow of long-term credit, whose amount had decreased by 60% in 1981, increased 41%, 4 
by the amount of US$ 55 million, due to a greater flow of external financing, which exceeded the — 
increase in amortization payments. : 

Net inflow of short-term capital was nearly half the amount of the preceding year. In February — 
an agreement was signed between the Central Bank and the foreign commercial banks to document 
the pending short-term debt which had accumulated with the delay in liquidation of letters of credit, 
remittances and collections. Thus it was possible to establish a new schedule of payments andalsoto _ 
resume the issuance of letters of credit, which had been suspended since November 1981. 

With the decrease in the inflow of capital and the increase in the current account imbalance, it 
was necessary to use US$ 162 million in international reserves, which involved a reduction of 
US$ 95 million in foreign currency assets and a reduction of US$ 15 million in gold reserves, in — 
addition to the utilization of US$ 50 million in a loan from the International Monetary Fund. 


d) External indebtedness 


During the period 1975-1980, the external debt rose at an average annual rate of 18%, more 
than doubling its value by rising from US$ 808 million the first year to more than US$ 1 800 million 
the last year. As a result, the ratio between debt service payments and foreign currency income from 
exports of goods and services increased considerably from approximately 30% to 60% (see table 11). 

In 1981 the expansion was checked, and the following year the increase in the external debt was 
less than 5%. As a result, the proportion of export income committed to debt payment was reduced, 


| 
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Table 11 
DOMINICAN REPUBLIC: INDICATORS OF EXTERNAL INDEBTEDNESS 


1977 1978 1979 1980 1981 1982° 


Millions of dollars 
External public debt 


Balances 622 877 1 085 1 357 1 402 1 529 
Disbursements 225 304 675 607 506 447 
Servicing 141 168 544 432 eke 421 
Amortization payments 123 129 467 335 461 326 
Interest payments 18 39 Tad oF 118 95 
Total external debt 
Balances 1 090 1 309 1 565 1 839 1 837 1 921 
Medium- and long-term 1 024 1 133 1 425 1 569 1 605 1751 
Short-term 66 176 140 270 252 170 
Disbursements 348 461 831 846 606 506 
Servicing 285 373 683 718 779 557 
Amortization payments 236 242 575 DZ 609 422 
Interest payments 49 131 108 146 170 135 


Debt coefficients (percentages 
Total external debt/ 2 


gross domestic product 26.4 31.2 31.6 1.6 

Servicing of total external debt/ ; “5 ath 
exports of goods and services 30.7 45.0 60.2 6. 

Servicing of total external debt/ ale And cae 
disbursements 81.9 80.9 82.2 84.9 128.6 110.1 


Servicing of total external debt/ 
gross domestic product 6.9 8.9 13.8 ie a 11.9 8.4 


Source: ECLA, on the basis of figures from the Central Bank of the Dominican Republic 
Preliminary figures. 


604 


DOMINICAN REPUBLIC 


‘tuating at around 50% (a percentage which continues to be very high, in any case). Furthermore, 
lower disbursements made amortization and interest payments exceed income by 29% during 
1981 and 10% in 1982, which highlights the insufficiency of external resources, not only for 
aa Pporsing investment and increasing reserves, but even for covering external indebtedness 
_ External indebtedness also exhibited other trends. The proportion of the debt contracted by the 
yernment grew larger in relation to that of the private sector: it went from 57% in 1977 to 80% of 
the total in 1982. Furthermore, the funds for external financing came predominantly from private 
a ‘sources, rather than those provided by institutions of a public nature. Thus, in 1982 some 39% of the 
_ external debt came from private sources and 31% and 29%, respectively, from multilateral and 
~ bilateral bodies. In 1977, on the other hand, the corresponding figures were 28%, 39% and 33%, 
respectively. This implies a deterioration in interest conditions and payback periods, which will be 
~ reflected in the future in a rise in the debt service. 

E Recourse was had twice during the year to credit from the International Monetary Fund. In May 
e this body granted compensatory financing of 36 million special drawing rights (SDR) for the purpose 

- of counteracting the decrease in export income. In July a loan equivalent to 10 million SDR was 
: approved, for servicing the financing of buffer stocks, to enable the Dominican Republic to constitute 
_ the special sugar reserves stipulated by the 1977 International Sugar Agreement. The new credits, 


__ plus pending obligations in the amount of 19 million SDR, raised the commitments pending with the 
International Monetary Fund to 64 million SDR, with the country’s quota in the Fund amounting to 
* 83 million SDR. Negotiations were also begun with the International Monetary Fund to obtain 
additional financing which would include a loan, in the framework of the Fund's expanded service, in 


the amount of US$ 412 million and another compensatory loan of US$ 47 million; these loans were 
expected to be approved in the early months of 1983. 

During the year, the public sector contracted credits from bilateral and multilateral sources in 
the amount of US$ 360 million. The United States Government granted loans in the amount of 
US$ 139 million; 47% through the Agency for International Development (AID), 40% through the 
Commodity Credit Corporation (CCC), and 13% under the PL-480, which covers food aid. For their 
part, the Inter-American Development Bank (IDB) and the World Bank granted credits for 
US$ 108 million and US$ 84 million. Of this financing, approximately 22% would be directed to 
agriculture, 20% to food purchase, 12% to public works and services, 10% to the sugar industry and 
7% to housing construction. 

It should be pointed out that it was not possible to utilize a large part of the loans already 
contracted due to delay in payment of previous debts or because of inability to cover the national 
counterpart. 

Finally, as noted above, in the early months of the year the Central Bank signed an agreement 
with the commercial banks, with which it had accumulated a debt of nearly US$ 400 million owing to 
the delay in disbursements of orders of payment, collections and remittances. This agreement, which 
would be in force for 11 months, stipulated partial payment of the debt and authorized the issuance of 
new payment orders in the amount of US$ 10 million per week. When the agreement is terminated, 
it is hoped that the debt will be documented in the medium term. 
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4. Prices, wages and employment 


In 1982, the national consumer price index experienced an annual average variation of nearly 8%, a 
rate similar to that of the preceding year. However, in contrast with the year before, the food, 
beverage and tobacco index did not remain stable, but grew by 8% (see table 12). 

The seasonal limitation of supply of some agricultural products such as rice and beans, and the 
decrease in production of others, such as bananas, caused the price of the agricultural shopping basket 
to rise by 7%. On the other hand, housing rental, which in 1981 had increased by 22%, increased by 
only 5% in 1982. Prices of clothing, shoes and accessories rose by around 4%. 

On the other hand, minimum wages did not change at all, but remained at their level of mid- 
1979, when the last adjustment was made; this meant a deterioration of 7% in the corresponding real 
wages. The public sector wage policy reduced the remuneration of medium- and high-level 
employees, and maintained the minimum wages (see table 13). 
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The problem of unemployment and underemployment continued to represent one of the 
severest imbalances in the Dominican economy. The rate of open unemployment, which rose to 24% 
of the economically active population in 1978, decreased to 19% in 1979 because of the widespread 
contracting of workers by the Government to repair the damage caused by the hurricane of that yeas 
In 1980 unemployment rose to 21% in the city of Santo Domingo, and it is estimated in 1982 to have 
returned to its 1978 level, since there was a decrease of construction activity —which absorbs a high 


proportion of labour — and the policy of austerity in public spending limited the hiring of personnel. 


In order to reduce the unemployment rate, and as an emergency measure, in December the _ 


Government implemented a plan which employed 100 000 workers for a period of one month, to 
perform maintenance work in the capital city. 


Table 12 
DOMINICAN REPUBLIC: EVOLUTION OF DOMESTIC PRICES 


1978 1979 1980 1981 1982 


Variation from December to December 


Consumer price index 8.8 25.6 ~ 46 74 Tt 

Food Li 33.8 -5.2 3.1 9.6 
Variation between annual averages 

Consumer price index i's 9.2 16.8 73 7.6 

9.2 10.9 15.4 0.4 7 


Source: ECLA, on the basis of data supplied by the Central Bank of the Dominican Republic. 
“Preliminary figures. 


Table 13 
DOMINICAN REPUBLIC: EVOLUTION OF MINIMUM WAGES * 


Indexes (1978 = 100) Growth rates 
1979 1980 1981 1982 1980 1981 1982 
Nominal 25 125.0 125.0 125.0 dt - - 
Real 103.5 98.2 91.2 84.7 -4.7 7.1 -7.0 


Source: ECLA, on the basis of official figures. 
“The estimated minimum wages correspond to the average for each year. Wages were last adjusted in 1979. 


5. Monetary and fiscal policies 


a) Monetary policy 


During 1982, as in the preceding year, monetary and financial policies were generally aimed at 
checking the drop in international reserves and reducing the fiscal imbalance. Measures were also 
taken for increasing domestic savings and decreasing capital flight. Thus the range of goods which 
could be,bought abroad with official exchange continued to be restricted; the system of import quotas 
for inputs was expanded, and the import prohibition was extended to a larger number of goods. 

Furthermore, for the purpose of encouraging the expansion of financial savings by the private 
sector, steps were taken to apply a more realistic interest rate policy. As a result, interest on fixed- 
term deposits, financial bonds and mortgage notes, ! was raised, and financial certificates were created 


‘Interest rates for fixed-term deposits, which had varied between 7.5% and 9%, began to fluctuate between 7.5% and 10%; those of 


financial bonds, which had been fluctuating between 8% and 9.5%, remained between 9% and 11.5%, and those of mortgage certificates rose 
from 9.5% to 11.5%. 
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DOMINICAN REPUBLIC: MONETARY BALANCE 


Millions of pesos 
at end of year 


1979 1980 1981 1982° 1979 1980 1981  1982* 
596 575 660 727 33.3 -3.5 14.8 10.2 


Currency outside banks 274 2) 324 599 22:2 0.5, 17.8 10.8 
_ Demand deposits 322 300 336 368 38.6 -7.1 12.0 9:5 


ee 1 igs Wa Tama ea in a eae 


Growth rates 


5 Foreign assets (net) - -161 -303 -622 
- Domestic credit 1 639 1 964 2 319 2775 16.0 19.8 18.1 19.6 
Government (net) 381 444 586 755 43.5 16.6 32.0 28.8 
= Official entities 268 354 575 756 4.2 52a 62.4 31.5 
oe Private sector 990 1 166 1 158 1 262 11.8 17.7 -0.7 9.0 
_ Factors of absorption 100 2iew? 97228 Tine 3S5cieL S564* one BArewe22.62 RilOdace add 
= Quasi-money (savings and 
_ time deposits) 556 595, 677 804 4.3 6.9 13.8 18.8 
> Other items (net) 446 633 678 D2 14.1 41.9 Tal, 10.9 


he Source: ECLA, on the basis of figures from the Central Bank of the Dominican Republic. 
“Preliminary figures. 
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_ with a profitability of 10% to 15% for a minimum amount of 100 000 Dominican pesos, at terms of 
~1to 3 years. In addition, for the purpose of reducing speculation and giving somewhat of an 
institutional nature to the parallel market, the commercial banks were authorized to carry out 
operations in that market and to receive deposits in dollars at terms of not less than 90 days. 
The main restriction on the monetary system stemmed from the external sector situation. The 
worsening of the current account imbalance, which coincided with a decrease in the flow of external 
© capital, caused international reserves to shrink. Given the need to maintain the level of public sector 
‘activity, despite lack of international financing, it was necessary to have recourse, as in 1981, to 
banking indebtedness, which was reflected in a 29% increase in domestic credit intended for the 
Government and of 32% in that procured by public institutions. Although private sector financing 
had stagnated the year before, in 1982 it grew by 9%, bringing domestic credit up by 20% (as against 
18% the previous fiscal year), a rate much higher than that of money issue (see table 14). 

Money, for its part, which in 1981 increased by 15 %, decreased its rate to 10% —arate that was 
very close to the increase of the gross domestic product in current values— with very similar 
expansion rates for cash outside of banks and deposits on current account. 

Time and savings deposits expanded by 19% —as against 14% in 1981 — due to the fact that 
depositors preferred financial to real investment in view of the climate of uncertainty in the country 
and the containment of imports. Furthermore, the increase in interest rates on deposits encouraged 
recourse to middlemen from the private sector, who offered rates higher than those of the 
commercial banks. 

On the other hand, long-term external loans, included under the “other accounts” item, 
increased by 11%. The result of these movements was an increase in the variation rate of the factors 
of absorption: they increased by 15%, as against figures of 10% the year before and 23% in 1980. 

During 1981 the monetary policy proved to be effective with regard to its effects on the balance 
of payments; however, in 1982, given the importance of external factors, it did not succeed in 
attaining its objectives and became one more obstacle to expansion of the product. 


b) Fiscal policy 

The unfavourable conditions experienced by the Dominican economy in 1982 compelled the 
new authorities to carry to an extreme the application of a policy, begun in mid-1980, whose objective 
was to contain public spending —especially that of investment— and reduce the fiscal deficit. 
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To decrease current expenditures, in September wages of State workers higher than 500 pesos 
per month were reduced. These reductions were effected according toa sliding scale, which went from 
30% over the first step (from 500 to 750 pesos) up to 90% of the amount exceeding 4 000 pesos per 
month. This “sliding scale of reductions” —it was stated in the respective Decree— “will be applied 
gradually, so that the percentages will only affect that portion of the salary over the maximum of the ~ 
section covered by the immediately lower percentage reduction”.2 In addition, the workday of — 
government employees was extended by one hour; staff was reduced, but only persons hired after 16 
May were laid off, and it was ordered that no person in the public sector should hold more than one 
paid post. Subsistence allowances of civil servants were also adjusted and purchases of office 
equipment prohibited. 

In addition, administrative tax mechanisms and mechanisms for control of spending were 
improved, both in government units and public enterprises, and an attempt was made gradually to 
give the latter more operative effectiveness, for the purpose of ironing out their financial situation, 

The most outstanding measure with respect to income was a 10% duty on the value of imports, 
which took effect in November. However, towards the end of the year legislation was introduced in 
the National Congress concerning a substantial fiscal reform, which included new taxes and changes 
in the spending structure. “A 

Despite these efforts, the fiscal deficit grew by more than 60%, and its relative significance with 
regard to the product rose from 2% to 5%. Those figures are related to a decrease of 18% in current 
income, since total spending shrank by 5% (see table 15). - 


Table 15 
DOMINICAN REPUBLIC: CENTRAL GOVERNMENT INCOME 
AND EXPENDITURE 


Millions of pesos Growth rates 
1979 1980 1981 19827 1979 1980 1981 1982* 


1. Current income 674 869 908 745 16.5 29.0 4.5 -18.0 
Tax revenue 623 714 749 676 12.8 14.6 5.0 -9.7 
Direct lisy! 204 210 206 16.7 35.6 oe -2.0 
Indirect 166 189 238 253 153 13.9 25.5 6.6 
On foreign trade 276 287 ZT 185 97 4.1 5.4 -318 
Others 30 34 29 32 9.4 9.6 -8.8 7:3 
Non-tax revenue 51 155 159 69 95H. 82205e1 2.4 -56.7 
2. Current expenditure 649 729 776 TOD 4G OTE 6.6 2.0 
Wages and salaries _ 312 376 404 430 44.4 20.5 1D 6.3 
Other current expenditure 337 353 SU 362 48.5 4.8 5.4 -2.7 
3. Saving on current account (1 - 2) 25 140 132 -47 -81.5 460.0 -5.7 a 
4, Capital expenditure 356 S37 309 241 Sack -5.2 8.2 -22.2 
Real investment 97 128 121 98 -37.6 32.8 -5.6 -19.2 
ely oe payments 25 13 17 44 48.8 -48.2 35 155.3 
ransfers 166 193 160 8 2142 -17. A], 
Other capital expenditure 68 3 11 16 = a es oe 
5. Total expenditure (2 + 4) 1005 1.066 1085. 1 033 48.9 6.1 1.8 -4.8 
6. Fiscal deficit (1 - 5) -331 -197 -177 -288 
7. Financing of deficit 331 197 177 288 
Domestic 104 90 97 185 
External 227 107 80 103 


Source: ECLA, on the basis of data supplied by the Ministry of Fi ini i 
Ribcouiricarot Eebacict “age te y inistry of Finance and the Central Bank of the Dominican Republic, 
Preliminary figure. 


?See Decree No. 180 of 1 September 1982, which amends article 2 of Decree No. 23, of 16 August 1982. 
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us make — to ‘improve their eee 
“Resources intended for amortization of the debt increased 2 .6 times, despite the fax that both 
oe ltt and the decentralized bodies delayed liquidation of some external loans. 

Finally, the insufficient flow of external credit made it necessary to finance nearly two-thirds of 
e deficit with domestic resources, with the consequent pressure on the banking system and 
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URUGUAY 


1. Recent economic trends: Introduction and summary 


~ Uruguayan economy at the end of 1981 became increasingly acute throughout the following year. 


_ This situation gave rise to important changes in economic policy and contributed to the abandonment 
~. of the stabilization policy applied since 1978 (see table 1 and figure 1). 

= Although the growth of domestic prices followed much the same trend as the rate of 
__ devaluation laid down, the appreciable over-valuation of the peso persisted and made it difficult to 


aie 
4 


— 


reduce the balance-of-payments current account deficit. Moreover, developments in external markets 


—— 


were marked by the deterioration of prices of basic products exported by Uruguay and by the 


AK 


- successive devaluations in Argentina, which enhanced the competitiveness of that country’s products. 


At the same time, in view of the growing lack of confidence in the maintenance of the exchange-rate 
policy, capital flows were noticeably negative, thereby aggravating the country’s payments situation 


_at a time when international financial conditions were also deteriorating. 


The most important causes of the 10% drop in domestic production were the gradual 


deterioration of sectors linked with foreign trade (including tourism), contraction of demand owing 


to the downward trend of real wages and employment, excessive family indebtedness incurred in the 


__ two preceding years (especially for the purchase of durable consumer goods), and a lower level of 


investment in response to the limited demand prospects and persistence of high interest rates. 

The decline in production also reduced tax revenues, which, coupled with a significant increase 
in public-sector spending, caused a considerable fiscal deficit. In spite of extensive utilization of short- 
term external loans it became necessary to finance most of this deficit by means of Central Bank 
credit. 

Economic policy was therefore faced with a serious dilemma. The external imbalance suggested 
two alternative lines of action: either to continue with the exchange rate system, but with monetary 
and fiscal restrictions of sufficient intensity to exert downward pressure on prices —thereby 
intensifying the prevailing situation— or to abandon the policy of advance exchange-rate 
announcements and adopt measures to enable the rate to settle at a new, higher level. 

The first alternative was likely to give rise to serious problems and would be difficult to apply in 
view of the prevailing monetary conditions and the danger of accentuating economic contraction and 
unemployment. Lack of credibility with regard to a policy of this kind and the deteriorating fiscal and 
reserve situation led to a consensus in economic circles regarding the unfeasibility of maintaining the 
exchange rate policy. This encouraged a flight of capital and contributed to an increase in interest 
rates, together with a general loss of business profitability. Thus, in the absence of devaluation, there 
was a risk that real interest rates would reach such levels as to aggravate even further the situation of 
the productive sectors (especially those associated with the production of goods tradeable in external 
markets), which were already heavily indebted. Finally, these factors gave rise to doubts in the private 
sector as to the possibility of maintaining the system of free capital movements, thereby discouraging 
deposits of foreign currency by non-residents and giving rise to additional pressure on the 
international reserves. 

As the year went on, therefore, the maintenance of the exchange system became increasingly 
precarious. Finally, at the end of November, the authorities decided that the Central Bank should 
withdraw from the exchange market and allow the peso to float freely. The termination of the supply 
of foreign exchange by the Central Bank caused an abrupt increase in the price of the dollar, and by the 
end of the year the rate of exchange exceeded by more than 110% the level prevailing before floating. 
This brought about a steep increase in prices; and the rate of inflation in December (8.6%) was 
almost of the same order of magnitude as the accumulated variation in the preceding 11 months 


(11%). 
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The 10% contraction in the gross domestic product already mentioned was of a generalized 
character, but particularly evident in commerce, manufacturing and construction, which deteriorated 
by between 16% and 23%. Agricultural output dropped by almost 7% and basic services by 11%. The 
recession became still deeper from the second quarter of the year onwards and coincided with a 
reversal of tourist traffic and deterioration of the trade balance with bordering countries, owing 
mainly to differences between the Uruguayan exchange rate policy and that ruling in those countries. 

The physical volume of imports of goods and services fell for the second consecutive year after 
six years of uninterrupted expansion. The overall drop in external purchases (-23%) was the 
consequence of a sharp and generalized contraction in purchases of goods (-34%) due to lower 
activity and stock adjustments, partly offset by higher expenditure of Uruguayan tourists abroad. 

_ The combined effects of the lower gross domestic product and the decline in imports of goods 
and services brought about a contraction of almost 12% in total supply: four times greater thanthe _ 
decrease in the preceding year. The parallel contraction of total demand was primarily due tolarge _ 


reductions in gross investment and private consumption, and to lower exports. 


Table 1. . 


URUGUAY: MAIN ECONOMIC INDICATORS 


1976 1977 1978 1979 1980 1981 1982° 


A. Basic economic indicators 
Gross domestic product at market prices 


(millions of dollars at 1970 prices) 3461 3501 3686 3913 4138 4085 3675 
Population (millions of inhabitants) 9857296 WDHB 2 B99" ZT 293 2 
Per capita gross domestic product 

(in 1970 dollars) 1 219 ~1,224,,.1-283-/.1,354.,.1,423, 1 3964) 1249 


Growth rates 
B. Short-run economic indicators 


Gross domestic product 4.0 2 Ste 6.2 5.8 -.-1.3.. -10.0 
Per capita gross domestic product 3.6 0.5 4.8 2.9 S.1-  =LS See 
Gross domestic income 55 Lo seo ee, 508, -2.2 -10.1 
Terms of trade (goods and services) -2.3 7.8 3.2 84 -2.1 -64 -2.2 
Current value of exports of goods 
and services 264° F296) SFZG* 315 Owes eee 
Current value of imports of goods 
and services 43 29.7 Geb DScke $A2:5 -3.0 -27.4 
Consumer prices 
December - December 39.9 57.3 460 83.1 428 29.4 20.5 
Variation between annual averages 50:6, 582; 44:5. ».66,8,, £635... 34.015 te 
Money .¥2 61.2) 40.4: ) - 65:GemB85u: 150.70na2D saa 
Wages and salaries r 42.0 ~ 39.0 39.6 526 G44 43.6 18.3 
Unemployment rate 12.8 1185 103 8.4 7.4 G7... ee 
Current government income TET 2 D6 5 ABs > D3 Tare ATS; 4p Az? -8.0 
Total government expenditure 31.8. 55.2. 4ADS = 7k aon 43.8 
Fiscal deficit/total government expenditure* Dy 8.2 92 Co Cone tee 36.4 
Millions of dollars 
C. External sector 
Trade balance (goods and services) -9 -106 -57 -309 -618 -399 = -229 
Balance on current account -82 -172 -133 -363 -716 -470  -467 
Variation in international reserves 132 201 183 25 174 26 
Total external debt 1135 1320 1240 1682 2153 3129 4201 


Source: ECLA, on the basis of official data. 
» Preliminary figures. 
toss domestic product plus terms-of-trade effect (goods and services). 
4 atiation between annual nominal wage averages. 
Annual average rate for Montevideo. 
“Percentages. 
f Surplus. 
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As foreign purchases dropped more than exports, the trade deficit diminished a aprieaieniee 
that after amounting to almost US$ 370 million in’ 1981, it dropped to only US$ 26 million in : 
ar. ees ree. 
esi veficit on the real services account came to some US$ 200 million owing to a high negative 
balance on tourism. Net payments of profits and interest rose from US$ 74 million in 1981 to. 
US$ 240 million in 1982. Thus, in spite of the above-mention improvement in the trade in goods, the 
balance-of-payments current account deficit was almost the same as in 1981. , 1 — 

The results in the area of capital movements represented a marked reversal in comparison with 
previous years and in particular with 1981. In the latter year the net inflow (including revaluation 
adjustments and the like) amounted to almost US$ 500 million, whereas in 1982 the same item 
showed an outflow of US$ 330 million. The trend was significantly unfavourable in the case of 
private capital movements, which went down by approximately US$ 1 billion. For its part, public — ! 
sector indebtedness increased by approximately US$ 500 million. As a result of these movements, the §/ 
international reserves held by the Central Bank dropped by US$ 800 million after six years of — 
uninterrupted expansion. 

The monetary contraction through the balance of payments was more than offset both by the 
financing of the public sector deficit provided by the monetary authorities and by the extraordinary ; 
assistance granted to the banking system to enable it to cover withdrawals of funds on deposit. 
Central Bank net domestic credit expanded by more than 5 400 million Uruguayan pesos, and the 
monetary base rose by 30%. 

In the course of the year, workers’ wages in real terms fell by 11 %, half of this contraction being 
due to the price increases provoked by devaluation in the month of November. The unemployment 
rate rose significantly, from 6.7% of the economically active population in the second half of 1981 to 
12.7% in the equivalent period of 1982. 


2. Trends in economic activity 


a) Total supply and demand 


Total supply of goods and services diminished significantly in 1982 (-12%), thereby 
accentuating the trend observed since the second half of the previous year. This trend contrasted with 
the average annual expansion of 4% recorded in the five-year period 1976-1980. The lower 
availability of goods and services in 1982 was the result of the 10% drop in the gross domestic product 
and the reduction of one-fifth in the volume of imports (see table 2). 

For its part, domestic demand fell by 11%. Since the volume of exports of goods and services 
decreased by 18%, however, the overall contraction of total demand was even greater. 

Gross investment was the item of domestic demand showing the greatest drop (-25 %), thereby 
confirming the trend observed in 1981, after high growth rates averaging 13 % annually in the period 
1972-1980. This result was influenced in particular by the drop of 27% in investment in machinery 
and equipment, due partly to the climate of uncertainty among entrepreneurs. Investment in 
construction, for its part, fell by-17% for the second consecutive year after a long period of continuous 
expansion. Public sector construction diminished by 6% with the completion of the hydroelectric 
power plant building programme, while private activity in this sector fell by more than 25%. The 
latter result was due especially to the abrupt contraction of construction work by private investors 
using their own resources, though this was partly compensated by an increase in projects financed by 
official Mortgage Bank funds. 

Total consumption also fell (by 8%) in 1982, since the moderate increase of 4% in public 
consumption expenditure failed to compensate the 11% contraction in private sector consumption. 


b) Evolution of the main sectors 


After considerable growth of 5% per year in the five-year period 1976-1980 and a small drop 
(-1%) in 1981, the gross domestic product fell by 10% in 1982. Among the main causes of this 
negative result were: the continuous decline in international prices (not offset by the exchange rate 
corrections introduced before the measures adopted in November); the depressed economic situation 
in export markets, especially in neighbouring countries; lower purchases in the domestic market by 
Argentine tourists, together with the incentive for Uruguayan residents to purchase supplies in 
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’ URUGUAY 
: ae ca Table 2 
4 URUGUAY: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage G 
at 1970 prices breakdown es 
“3 1980 1981 1982* 1970 1982° 1979 1980 1981 1982" 
aa supply 4828 4694 4142 110.4 112.7 8.7 7.1 -2.8 -11.8 
y Gross domestic product —— 
oA at market prices 4138 4085 3675 100.0 100.0 CPFHNG5B) SES? ~=10:0 
_ Imports, of goods and 
‘3 services BIO bi B09. PAGS 1 O44 yb2.7) «29:1 py 16.4, (AU to - 294 
is Total demand 4828 4694 4142 110.4 112.7 8.7 Telom -2.800-TE8 
_ Domestic demand 4308 4137 3684 101.0 100.2 9.8 Ae erc40in = 1.0 
Gross domestic investment 885 727 Ate elle? oe 14:9 05 23:9, 14.0) 179 2A, 
____ Gross fixed investment 824 715 DOOD wi? «15:45 61910 215.9% 13°35 --20:9 
a4 Construction 462 443 367 GG 100 15.8 46 -42 -17.2 
Machinery and equipment 362 272 199 4.6 FAP NIG 1934.6'"" -24.9%G 226.9 
Variations in stocks 61 We -19 0.1 -0.5 
Total consumption 3 A423.. 4 A104 3.137. 89:8..)..85.3 6.9 5.6 -04 -8.0 
General government 649 _ 685 TAZ LO Oa a 2.6) r-0.8 5.4 3.9 
Private aie de> 2425 * "74:8 - *659 pt; 72 ezle] ola 
* Export of goods and services” 520..0-°55 7 498 9.4 §12:5 0.6 6.3 7.1 -17.8 


- Source: ECLA, on the basis of official data. 
“Preliminary figures. 
The figures for exports and imports of goods and services were taken from pumsecer payments data expressed in dollars at 
current prices, which were converted to constant 1970 values using price indexes calculated for the purpose by ECLA. 


Table 3 
URUGUAY: GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC 
. ACTIVITY, AT FACTOR COST 
Millions of dollars Percentage 
at 1970 prices breakdown et a ee 
1980 1981 19827 1970 1982" 1979 1980 1981 1982" 
ace eae pat Seip puree ae ot eee Sen eee 
Gross domestic product” 3517 3472 3124 100.0 100.0 6.2 5.8 -1.3  -10.0 
Goods DAU) 052 1 20). 399. SOc. 6.5 6.8 -3.1 -14.2 
Agriculture MA 90s = 507. AZ. e107 0.4 16.2 10 8-68 
om son fer fest - 23.1. 215 ~ 78 41 46M 1 
Manufacturing 
Construction 228 220 185 a) 5.8, 124A 3.4 heed Dye) 
Basic services 375 382 339 §=610.3 —: 10.8 DP 8.8 eo 
Electricity, gas and water 59 62 62 We 2.0 3.6 9.8 Dy 0.2 
Transport, storage and 
Be ictibns” 316 320 277 8.7 8.8 ebel 0 8.7 L235 
Other services 1749 1741 1615 48.8 51.1 6.0 2 te ada Me Maha F973 


Commerce, financial establish- 
ments, insurance and real 
estate, except ownership 


A 5.4 -23.0 
of dwellings G59 te 2624 E480 lV Oat F192 7.3 9 
Ownership of dwellings 143 143 143 5.3 4.5 0.5 - 
Community, social and 
personal ice CAP “OTe 09? 27) tA 6.1 1.9 2.8 1.9 


Source: ECLA, on the basis of figures supplied by the Central Bank of Uruguay. 


a cS : 
Preliminary figures. ; 
As the individual activities and totals were calculated independently, the sum of the former does not correspond with the 


latter. 
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adjacent countries due to the deterioration in the competitive position of national products; the 
unprecedented interest-rate levels in real terms, which in mid-November were equivalent to around 
45%, and, finally, the contraction of domestic purchasing power. ae 

The greatest contraction occurred in commerce (-23%), while there were similar drastic drops 
in manufacturing output (-17%) and in the construction industry (-16%) (see table 3).. 

i) Agriculture. Agricultural output fell during the year by almost 7%. The drop affected both — 
crop farming (-2%) and stock raising (-9%) (see table 4). The low profitability in both sectors was 
the general cause of this decline, provoking decreases in areas sown and changes in livestock 
management, both as regards reproduction and animal fattening. E 

Wheat production rose by more than 25% as a result of expansion of the area sown, enabling — 
domestic needs to be covered, albeit by only a small margin. The increase in rice output was similar to 
that of wheat, due again to a larger area sown, plus a marked improvement of 14% inyields. Linseed 
and maize production fell significantly (by almost half in both instances), because the areas sown 
were considerably smaller, although, in the case of maize, there was also a reduction in yield. The 
sunflower crop increased slightly but still failed to cover domestic demand (see table 4). 

In the livestock field, beef production fell by 15%. This result was mainly due to the smaller 
number of animals, coupled with a small drop in their average weight. Domestic consumption 
increased, stimulated by lower relative prices, while exports diminished by approximately 4%. There 
was a 5% increase in wool production, while that of milk remained practically stable and the 
combined honey and poultry output dropped by 14% (see table 4). 

ii) Manufacturing. Manufacturing output, which in the five-year period 1975-1979 had — 
expanded at an average annual rate of 7%, slackened its growth rate to 4% in 1980, suffered a _ 
decrease of 5% in 1981, and dropped even more significantly in 1982 (-17%) (see table 5). Both | 
exports of manufactures and domestic sales of these products diminished. 

The current dollar values of non-traditional exports of goods produced by the manufacturing 
sector fell noticeably, with sales of paper products, glass and ceramics, iron and steel, machinery and 


Table 4 


URUGUAY: INDICATORS OF AGRICULTURAL PRODUCTION 


cn NEN ESSN 


Growth rates 


1rozoaetosOneiel: 1982 re 
1979 1980 1981 1982* 


Index of agricultural production 


(1978 = 100) - 
Crop farming 92.4 1225 HS4 115.7. -26,) 258.) 5550 cee 
Stock-raising 101.2 113.8 115.6 103.4 ike 12.4 1.6 -8.8 
Production of main crops 
(thousands of tons) © 
Wheat 174.3 429.5 306.6 387.8 0.6 1464 -286 265 
Rice 248.0 287.6 330.3 4189 eo 16.0 148 268 
Linseed BV.2 65.1 21.4 11.0 -21.6 108.6 -67.1 -48.6 
Sunflower Si4 “46 “545.0 97462 '-282 -7.4 -5.5 2a 
Maize 70.9 119.3 180.8 97.3 -58.7 68.3 51.5. 462 
Sugar beet 356.7 504.0 345.7 366.8 -5.1 413... 314 6.1 
Indicator of stock-raising production 
Cattle slaughtered (thousands 
of tons on the hoof) 522.5 629.7 7564 7842 -1 
Cattle production (thousands dren HBO a “4 
of tons on the hoof) 682.2 720.6 741.5 627.1 6.2 - 
Wool output (thousands of tons) 62:5 3G75 ~ oil 74.5 73 +e 36 ‘te 
Poultry production (thousands of tons) 20.0 242. 288 225 274.206.) 19 oem 
Egg production (millions) 308.6 381.8 3544 343.8 -4.4 23.7 7.2 3.0 
Milk production (millions of litres) 760.0 795.0 805.0 808.0 46 33 ae 


Source: Central Bank of Uruguay. 
“Preliminary figures. 

"Including plantations and permanent pastures. 
“Crop year. 
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a 


Index of manufacturing 
production (1978 = 100) 107.80) TER2)" 107.0 88.7 


URUGUAY 
Table 5 
URUGUAY: INDICATORS OF MANUFACTURING PRODUCTION 


Growth rates 


ge Rea) 2 198e 
2 ? 1979 1980 1981 1982" 


7.8 4.1 4.6 -17.1 
és Foodstuffs LORS MLO 2eo M17 TLIS9 1.2 7.9.5-* 8.0 -1.6 
_ Beverages LAS 9 WAS 12435 1056 14.6 etre S54) yh 16g 
Tobacco 118.1 117.9 128.8 119.3 18.1 -0.1 9.2 -74 
= Textiles — 116.8 1184 106.5 62.4 16.8 14 -10.1 -41.4 
2 Footwear and clothing 91.9 90.7 80.8 pee) -8.1 -1.3 -10.8 -34.9 
~~ Paper and paper products 4G His 103.2 83.8 14.6 34 -129 -188 
Printing and publishing LIZ) 12282 roe = (2107.4 12.6 8.6 25 -15.0 
__ Rubber products 109.3 L122 88.3 593 ie) 2.7 -21.4 -55.5 
a: Chemical products 127.3 109.2 105.6 87.3 27.3 -14.1 -3.4 -17.3 
~ Petroleum products 95.7 94.4 88.8 89.4 -4,3 -1.4 -5.7 0.6 
_ Non-metallic minerals 120.1 146.5 135.7 106.4 20.1 22.0 -7.4 -21.6 
_ Metal products 126:2 7 116.6 98.7 75.6 26.2 -7.6 -15.4 -23.4 
_ Electrical machinery 136.0 1848 1769 122.2 36.0 53.9 -4.3 -30.9 
~ Other manufacturing 
a industries 104.5 bey 96.3 78.1 4.5 6.7 -13.6 -18.9 


Source: Central Bank of Uruguay. 


“Preliminary figures. 


transport equipment being especially affected. Textile manufactures and the physical volume of 
exports of the foodstuffs industry as a whole (both meat and non- traditional products) diminished to 
a lesser extent. Prominent among the factors hindering foreign sales were the over-valuation of the 
national currency, the drop in international prices, the world economic recession, and in particular 
the economic situation in bordering countries. 

Sales in the domestic market declined mainly as a result of the reduction in the purchasing 
power of wage earners and the smaller purchases made by tourists. Other factors affecting sales of 
manufactures were the partial shift of purchases to adjacent countries (stimulated by the exchange 
rate), the prevailing high interest rates, and the considerable indebtedness incurred by consumers in 
previous years. 

Substantial reductions in productive activity were consequently recorded in such sectors as 
textiles (-41%), footwear and clothing (-35%) and leather goods. The rubber products (-56%), paint 
and auto battery industries were especially affected by the drop in motor vehicle assembly operations, 
which also influenced activity in the metalworking sector owing to the drop in the two-way trade in 
components. 

The lower private building activity, for its part, particularly affected the production of ceramics, 
glass and building materials (-22%), while the lower purchases by the agricultural sector affected the 
output of fertilizers and metal products. In contrast, the output of the foodstuffs industry diminished 
only slightly (by less than 2%), thanks to an increase in meat-packing activity (see table 5). 

iii) Construction. This sector was particularly affected by the economic recession in 1982. The 
contraction of activity was particularly noticeable in private-sector building (-25%), especially in the 
beach resort area of Punta del Este and in Montevideo. The withdrawal of foreign capital affected this 
situation to an important extent, since foreign funds had financed a considerable proportion of these 
activities in the past. Moreover, the prevailing uncertain conditions militated against the channelling 
of private domestic funds toward this activity. Only the National Housing Plan partly maintained its 
dynamism, although the Mortgage Bank of Uruguay was given special support to enable it to sustain 
activity in this sector, which is of importance in the absorption of manual labour. Public works, for 
their part, decreased by approximately 6% due to the virtual completion of the large hydroelectric 
projects formerly under constrution. 
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c) Employment 

Employment fell and unemployment rose in 1982 in line with the drop in general levels of 
activity. Thus, unemployment rose to 12.7% in the second half of the year after having amounted to 
9.6% in the first half of the year and 6.7% in the second half of the preceding year. Trends in this | 
respect, however, differed between the capital city and the rest of the country. Although the | 
unemployment rate in Montevideo was very similar in the second half of 1982 to that in urban areas 
in the interior (slightly less than 13%), the situation in the latter deteriorated more noticeably during — 
the year. Thus, whereas in the second half of 1981 unemployment came to 7.5% of the labour force in 
the capital, it was equivalent to only 5.6% in the urban hinterland. Furthermore, the deterioration in 
the level of employment in 1982 was concentrated in the first half of the year in the case of 
Montevideo, whereas in the rest of the country it occurred in the second half of the year (see table 6). 


Table 6 
URUGUAY: EVOLUTION OF UNEMPLOYMENT 
ee 
1980 1981 1982 
1977. 1978 1979  Half-year Half year Half year 
I I] I II I II 


Unemployment rate“ 


Montevideo TSP LOS 8.4 ee 6.8 5.8 75 110 12.7 

Inland urban = e. = & pe 5.6 6.9 12.8, 

Total Me 5 = a ee $3 6.7 1 D612 
Unemployment rate (Montevideo)‘ 19 67+ 6 98. 151 4, 349.1135 SEAS ee 
Employment rate (Montevideo)* 474. 472» 418. 494, SL1.. S55 322 eee 


Source: Department of Statistics and Censuses. 
“Percentage of unemployed persons in total economically active population. 
ECLA estimates. 
‘Excludes those seeking work for first time. 
Percentage of persons employed in the total population aged 14 or more. 


Table 7 
URUGUAY: MAIN FOREIGN TRADE INDICATORS 


eh a ee ee SE ES aaa 
1976 1977 1978 Los 1980 1981 1982° 


Growth rates 
Exports of goods 


Value 46.8 8.2 12.2 14.9 34.3 16.2 -16.8 
Volume 45.0 -0.9 4.6 -11.8 18.2 14.6 -13.0 
Unit value 12 9.2 WD 30.2 13.7 13 4.4 
Imports of goods 
Value 8.6 28.0 3.4 64.3 43.0 -4.1 -34.4 
Volume 6.7 27.8 1.3 33.3, 12.4 -13.5 -29.7 
Unit value 1.8 0.2 2.0 23.3 273 10.9 -6.6 
Terms of trade (goods) -1.2 8.4 4.9 6.3 -9.6 -8.4 Oy 
Indexes (1970 = 100) 
Terms of trade (goods) 74.5 80.8 84.7 90.1 81.4 74.6 75.8 
Purchasing power of exports of goods 125.5 133% 145.3 13931 152.1 160.8 141.1 


Purchasing power of exports of goods 
and services LIDS 136.1 149.4 162.9 169.5 169.8 136.5 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 
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URUGUAY 
Table 8 
URUGUAY: EXPORTS OF GOODS, FOB 


= Millions of dollars MaRS Growth rates 
a ; 1980 1981 1982 1970 1982 1979 1980 1981 1982 
_ Total sik 1059 1215 1023 100.0 1000 14.9 343 14.7 -15.8 
ge Main traditional exports 416 513 386 78.0 42.5 -10.4- 86.5 23.3 -25.0 
~ Meat 175 246 ig@aem Gus see So. iA 2/5. 26 eeAOLG. e280) 
“4 Wool 219. ~ 240 180 354 184 -21.6 101.2 9.6 -25.0 
_ Others 22 27 29 5.9 3,0 (= LGaseen O09 e227), 7.4 
~- Other exports 
(mainly non-traditional) O45, 02) 657) 22.00 SO) 29:5 13.8 9.2 -9.3 
= 9a products = 58 46 - GS EDGES * 342 20.8207 
_ Rice 109 92 2.0 .0 4. y) E -15. 
__ Foodstuffs, beverages and “ die : aber 
tobacco 53 31 18 ils7/ 18 -10.7 31.2 -60 -41.9 
_ Minerals, ceramics and glass 22 16 12 Ze) 72, 1035 2-30-35) 273.8 -29.0 
Products of the chemical 
__and allied industries 31 33 43 8 Asie (563% 2322 6.4 30.3 
_ Plastic materials and 
rubber products 21 26 19 a 19. . 42.9 455, 23.5 0m209) 
_-Processed hides and 
leather products 144 138 139 12.1 13.6 10.6 -18.7 -4.2 OW 
Textile manufactures 87 89 83 27. Bi e2 4/6230 2S -6.7 
Transport equipment 24 12 6 - 0:60015005 to17:59) =17.600=300 
Paper, paper-board and 
related manufactures 13 11 6 - 06 80.0 400 -15.4 -45.5 
Iron, steel, machinery and 
electrical equipment 34 28 14 - 14 100.0 214 17.6 -50.0 
Miscellaneous 122 152 159 0.9. 201017 or2 7112 4100.7 > 24:6 4.6 


Source: Central Bank of Uruguay. 


The unemployment rate proper (i.e., excluding those seeking work for the first time) reached a 
level of slightly over 8% at the end of the year. 

For its part, the employment rate in Montevideo (defined as the percentage of persons 
employed compared with the total population of 14 or more years of age), amounted to 50% in the 
first half-year and slightly more than 49% in the second half-year, after having been 52% in the 
second half of 1981 (see table 6). 


3. The external sector 


a) Merchandise trade 


The year 1982 was marked by a severe contraction in the physical volume of foreign trade in 
goods. Imports declined significantly (-30%), while exports also contracted, though to a more 
moderate degree (-13%) (see table 7). The behaviour of imports was due in part to the contraction of 
domestic activity and to the accumulated stocks carried over from the previous year. Exports were 
adversely affected by the recession in foreign markets and loss of competitiveness. 

Unit export prices dropped by 4% —a trend that had not occurred since 1975— while those of 
imports declined by 7%. The terms of trade thus improved —by a little under 2%— after having 
fallen in previous years. 

The combined effect of prices and volume led to a drop of 34% in the value of imports and 17% 
in that of exports, thereby bringing about a reduction in the balance-of-payments current account 
deficit. 
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i) Exports.The 17% drop! in the current value of exports in 1982 referred to above represented 
a change in the trend of continuous growth observed in the recent past (see table 8). Until 1979 this 
growth had been due to the strength of sales of non-traditional products, while in the following two | 
years exports of meat and wool had risen appreciably (by 87% in 1980 and 23% in 1981). In 1982, ] 
however, both non-traditional and traditional exports declined. oe 

Thus, the current value of traditional exports fell by one quarter. Beef sales diminished by 28% 
in current dollars, while their tonnage, in terms of meat on the hook, fell by 4% to 161 000 tons. This . 
coincided with an important reduction (of the order of 23%) in the external selling price of this 
commodity. At the same time the current value of wool exports dropped by 25%, due mainly to the 
lower physical volume exported, since prices dropped only slightly. Total wool exports —in terms oF 
greasy wool— came to 67 600 tons in the year. 

~ For their part, non-traditional exports fell in value for the first time (by 9%) after several years f 

of considerable expansion. The average annual increase in the five-year period 1975-1979 had@ t 
exceeded 319%, thereby converting these products into one of the main causes of growth in total _ 
demand. Although still high, this growth rate fell in 1980-1981 toa level of 12% per annum, butin | 
1982 almost all items of importance showed decreases, with the exception of leather (the value of 
which remained stable) and chemical products. Exports of food products, beverages and tobacco fell _ 
by 42%, fishery products by 21%, rice by 16% and textile manufactures by 7%, for example. 

ii) Imports. Altogether, imports of goods decreased in value during the year by 34%? (i.e., twice | 
the decline in export value), after having registered a small drop in the preceding year and a very high | 
rate of expansion (more than 34% annually) in the three-year period 1978-1980. The largest decrease 
in 1982 was recorded in the case of consumer goods, imports of which contracted by 62%, largely 
because of lower domestic purchasing power. The contraction of activity and high inventory 
maintenance costs contributed to the reduction of 44% in imports of raw materials and intermediate 
commodities (except petroleum). Imports of petroleum and fuels fell in value (by 10%) for the first 
time in many years. Purchases of capital goods, which were 39% lower than in 1981, reached the 
lowest level since 1978 (see table 9). 
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b) The balance of payments position and its financing 


As already noted, the merchandise trade deficit was considerably lower than in the preceding 
year (US$ 26 million compared with US$ 369 million). In contrast, the real services trade balance 
deteriorated, showing a deficit of US$ 200 million as against only US$ 30 million in 1981. In the five- 
year period 1976-1980 this deficit had amounted on average to US$ 8 million annually. A decisive 
influence on this result was the significant deficit of some US$ 200 million on tourism transactions 


Table 9 
URUGUAY: IMPORTS OF GOODS, CIF 


EERE nnn 


ee P 
Millions of dollars ie Nie Growth rates 


1980 1981 19827 1970  1982* 1979 1980 1981 1982* 


Total 1680 1641 1058 100.0 100.0 59.3 39:3 -2.3 -35.5 

Consumer goods 178 739M 99 10.4 9.4 89.4 126.2 44.3 -61.5 

Raw materials and 

intermediate goods 22 Je LS 815 64.9 77.0 56.4 28.7 -6.4 -29.0 
Petroleum and fuels 455 503 451 14.6 42.6 38.4 56.9 10.5 -10.3 
Others 772 645 364 50.3 34.4 61.3 19.6 -16.4 -43.6 

Capital goods 276 236 144 24.7 13.6 64.0 58.2 -14.5 -39.0 


Source: Central Bank of Uruguay. 
“Preliminary figures. 


'Balance-of- payments figures calculated by the Central Bank. According to the figures shown in table 7, also supplied by 
the Central Bank, the reduction was slightly less (-16%). 


2At FOB prices. The equivalent decrease in terms of CIF prices was 36%. 
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2 ats 1S ab egs 7 bs ay 
it soe) dog to mwqpeggic Seley. 
-2 


1 18 50 os 1469 “133 
- TE gs tana ta, -108 -168 = -220 -373 
vate transfer payments C AVUED ITS IQ PONTE IIS TAA 3 2 
rit pants <5 ae Set vee Pet Soy. Blige A496 -332 
ial transfer payments 5 ry 6 6 i? 7 8 
pice 101 52: 359.404 ot ‘ 
6 129 216 289 49 
21 -9 -31 -7 3 
14 32 174 122 295 
2 = 38 154 108 246 
ns received 52 103 163 181 276 
_ Amortization payments -49 -57 -18 -66 -27 
Commercial banks‘ “ =f] 3 5 23 
__ Loans received = - - - | - -340. 
_ Amortization payments = - -2 -2 -2 -2 
_ Other sectors“ 13 4 23 9 51 
Loans received 36 53 41 26 65 
_ Amortization payments -23 -57 -18 -17 -14 
Short-term capital (net) 203 -54 94 311 525 
Official sector 16 SS) 9 -23 -5 
~ Commercial banks 74 -39 128 307 87 
Other sectors 113 -7 -42 26 244 
| Errors and omissions 42 159, =) 90 -183 
Global balance“ Sa ke 129 91 95 27 -799 
Total variation in reserves 
_(- sign indicates an increase) -201 -183 -25 -174 -26 
Monetary gold -1 -10 -46 -84 4 te 
_ Special Drawing Rights -6 -5 -20 1 -10 41 
___IMF reserve position - -22 - -13 1 35) 
_ Foreign exchange assets -140 -4 49 -50 -37 240 
_ Other assets -28 -24 9 -29 16 ts 
__ Use made of IMF credit -26 -119 = . ; 96 


* a ee — CODD” COP id 
i Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook; 1982: ECLA, on the basis of official data. 
“Preliminary figures. 

_ °Real services also include other official and private transactions, but not factor services. 

"fp addition to loans received and amortization payments made, this entry includes net loans granted and other assets and 
liabilities. 

The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 
variation in reserves of opposite sign and the global balance represents counterpart items: monetization of gold, allocation of 


Special Drawing Rights, and variations due to revaluation. 


* 
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(after the pronounced dynamism of former years), due mainly to the high purchasing power of the 
Uruguayan peso in comparison with the Argentine currency. Net payments of profits and interest, 
for their part, rose to US$ 240 million in 1982 after amounting to US$ 100 million in 1980 and 
US$ 74 million in 1981. Thus, the last two results mentioned offset the improvement in trade in 
goods referred to earlier, with the result that the balance-of-payments current account deficit was 
practically the same as in 1981, namely some US$ 470 million (see table 10). 

The capital account showed a deficit of a little over US$ 330 million in 1982, after nine years of 
favourable balances which in 1980 had amounted to over US$ 800 million and to nearly US$ 500 
million in 1981. This reversal in external capital flows threw into vivid relief the crisis of the 
prevailing economic system and was a crucial factor in the adoption of measures to try to give it fresh 
vitality. The abrupt contraction of foreign capital inflows was due to the deterioration in the situation — 
of international financial markets and the growing inability of the Uruguayan economy not only to | 
attract but also to retain capital from Argentina. am 4 

The capital account showed a significant increase in public sector indebtedness, offset by an 
outflow of private capital estimated at approximately US$ 1 billion. The consequent movements in 
the reserves held by the monetary authority gave a negative balance of approximately US$ 800 
million —equivalent to about 80% of the value of exports of goods (see table 10). 


Table 11 : 


URUGUAY: EVOLUTION OF EFFECTIVE REAL EXCHANGE RATE 
INDEXES FOR EXPORTS AND IMPORTS” 


(1980 = 100) 
eS isige eSB os oy MAR wt OP Bae om ORs of SIRE veers of moe peer ieee 
Averages Exports ree 
eee es ee oe ee ere 
1975 130.2 108.4 121.0 
1976 136.5 117.6 132.4 
1977 136.2 115.9 129.4 
1978 133.8 112.0 127.5 
1979 109.9 97.9 106.6 
1980 100.0 100.0 100.0 
1981 93.8 97.8 94.9 
I 101.1 107.0 104.7 
Il 97.1 102.5 99.4 
I 90.0 94.2 90.8 
IV 92.0 94.0 92.1 
1982 110.2 111.4 110.0 
I 96.2 98.4 97.5 
Il 98.8 100.1 99.8 
nu 93.8 94.6 92.7 
147.2 
pa 7 148.4 147.0 
January 95.4 LS T's 
February 96.0 98.3 a 
March 96.8 98.7 97.9 
April 97.1 98.6 97.9 
May 101.7 102.3 101.5 
June 97.4 98.6 98.0 
July 94.5 95.2 93.8 
August 94.3 95.0 93.2 
September 93.7 94.8 93.2 
Getober 95.1 96.1 95.1 
November 136.8 139.1 138.0 
December 200.8 202.8 200.4 


Source: ECLA, on the basis of informati i 
- : f ¥? 
sop real : ; ion from the International Monetary Fund, International Financtal Statistics. 
ert : epresent the sum of the real exchange rate indexes with respect to the various foreign currencies, weighted 
g to the geographic breakdown of exports or imports in the light of Uruguay's main trade flows. For further details of 


the method of calculati ; : ; 
Voda cities eye employed, see Part Three of the Economic Survey of Latin America, 1981. 


é : , 
Excluding the three main petroleum exporting countries. 
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Figure 2 


URUGUAY: EVOLUTION OF EFFECTIVE REAL EXCHANGE RATE 
INDEXES FOR EXPORTS AND IMPORTS 


(1980 =100) 
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Source: ECLA, on the basis of information supplied by the International Monetary Fund. 


c) Evolution of the real exchange rate 


In so far as exchange rate policy was concerned, the first eleven months of 1982 were 
characterized by the continuation of the policy applied in the preceding year, which involved daily 
| adjustments in the exchange rate in accordance with a programme publicly announced in advance. 

The overvaluation of the Uruguayan peso thus continued unchanged during the period in 
question. Taking the effective real exchange rate for exports, its value was fairly similar to the 1981 
average. Moreover it was almost one-third lower than in 1977, since which year the value of the peso 
had fallen continuously (see table 11 and figure 2). 

However, at the end of November 1982, following an important change in the overall approach 
to economic policy, the Central Bank decided to withdraw from the exchange market, leaving the peso 
to find its own level. Thus, from an approximate rate of 14 pesos to the dollar, the level rose by the 
end of the year to more than 33 pesos. 

In view of the size of this nominal devaluation, the effective real value of the peso in terms of 
exports naturally rose rapidly. The average value in November was similar to the highest levels 
previously recorded.(in 1976 and 1977), and in December alone it rose by 45 %. In the case ef imports, 
the variation was proportionately even greater. 


623 


d) External indebtedness 


Gross external indebtedness at the end of 1982 amounted to US$ 4 200 million dollars —30% 
more than at the end of 1981 and 2.5 times the debt at theend of 1979. The public sector debt 
(including that of the Central Bank and other official banks), amounted to more than US$ 2 600 
million and represented 63% of the total. Private sector indebtedness, for its part, came to US$ 1 550 
million (see table 12). 


Table 12 
URUGUAY: INDICATORS OF EXTERNAL INDEBTEDNESS 
(Millions of dollars) 


sy 1976 OTH 1978 1979 1980 1981 1982° 
Total external debt 1 135 1 320 1 240 1 682 rhe He ll By 4 201 
Public and State-guaranteed - 
private debt 962 1 028 910 1012 1,179 1 464 2 651 
Private debt not guaranteed 
by the State 173 292 330 670 974 1 665 1 550 
External debt servicing 229 168 343 ~ 165 270 279 472 
Capital 150 93 248 58 105 59 99 
Interest 79 a3 95 106 165 220 373 


External debt servicing as a 
percentage of exports of 
goods and services 52.9 20.8 37.6 13.8 l/h 16.6 34.1 


Source: Central Bank of Uruguay. 
“Preliminary figures. 


Table 13 
URUGUAY: EVOLUTION OF DOMESTIC PRICES 


~~ emcee 


(Percentages) 

1978 1979 1980 1981 1982 

Variation between annual averages 
Consumer price index 44.5 66.8 63.5 34.0 19.0 
Food - 445 70.9 37.9 25.6 11.7 
Clothing 39.6 722 52.5 23.3 9.8 
Housing $4.7 58.9 77.8 519 30.9 
Miscellaneous 37.6 64.5 65.6 Spy: 203 
Wholesale price index (domestic products) 48.6 80.4 41.8 23.4 11.5 
Agricultural products 78.0 102.6 18.7 9.8 17.9 
Crop-farming products 81.5 58.8 49.9 13.4 12.4 
Livestock products Yer! 1335 3.8 6.9 41 
Manufactured goods 40.2 72.4 51.6 28.0 14.4 

December to December variation 
Consumer price index 46.0 83.1 42.8 29.4 20.5 
Food - 48.4 86.0 33.5 25.2 ee 
Clothing 395 95.2 277 18.8 8.0 
Housing 45.6 78.8 63.7 42.9 28.8 
Miscellaneous 44.9 76.9 47.9 26.3 PAIS, 
Wholesale price index (domestic products) 59.6 77.1 28.6 14.9 33.5 
Agricultural products 92.0 63.4 16.7 5.2 17.9 
Crop-farming products 86.2 393 68.3 14.2 5.5 
Livestock products 95.6 78.0 -7.9 <2 41.9 
Manufactured goods 49.3 82.7 32.9) 18.1 37.9 


Source: Central Bank of Uruguay and Department of Statistics and Censuses. 


624 


URUGUAY 


s 
7 2 _The evolution of these two components showed considerable differences in comparison with 
revious years. Thus, in the period 1977-1980 the external public debt had risen at an annual rate of 
only 5%, but in 1981 this rate increased rapidly to 24% and in 1982 the growth was 80%. 
ermore, apart from this considerable expansion, the profile of the public debt deteriorated, 
tly because of short-term loans contracted to finance housing and public works programmes 
wing to the interruption of long-term international financing. 
In contrast, private sector indebtedness, including foreign-currency deposits held by non- 
dents and other commercial bank liabilities, diminished slightly (by US$ 115 million, or 7%), 
ainly because of the withdrawal of non-resident bank deposits amounting to slightly over US$ 200 
million. Over the five-year period 1977-1981, however, this debt had grown at an average annual rate 


4. Prices and wages 


Prices 


4 Two clearly differentiated phases may be distinguished in the evolution of prices during 1982. 
In the first, which covered the period January-November, there was a further deceleration of 

‘inflation, thus following the trend observed since 1980. In order to reduce inflationary pressures, the 
, ‘Government maintained during this period the pre-existing policy based on prior announcement of 
_ the exchange rate and opening-up of the economy to the exterior with a view to broadening the 
_ supply of goods in competition with national products therefore continued without restriction, and 
_ steps were taken to complete the elimination of superfluous protectionist measures. These policies, 
_ combined with the weakening of domestic demand that had been acting as a deterrent to inflation 
"since the preceding year, accounted for the fact that during the first eleven months of the year 
~ domestic prices rose by a total of less than 11%. This contrasted noticeably with events in previous 
"years, since in 1980 and 1981 the December-December increase in the prices of consumer goods had 
been 43% and 29%, respectively (see table 13 and figure 3). 

The second phase, however, began at the end of November when, as mentioned earlier, the 

Central Bank abandoned its policy of making advance announcements of predetermined exchange 
* rates. Thus, an important adjustment of domestic prices took place in December, with the general 
~ level of retail prices rising in the month by almost 9%. This adjustment might even have been 
' greater, since steps were not immediately taken to correct wages or public-service tariffs, and in 
addition the low level of domestic demand continued to restrain prices. 

Finally, the consumer price index rose in the year by 21%, or by 19% compared with 1981 on 
the basis of annual averages. Among the items whose prices rose more than the general level were 
housing and those in the “miscellaneous” group (medical services, educational expenses, recreation, 
and other services). Housing rose by 29% while, in the latter group, educational costs increased by 
38%, fuels and others by 33%, and transportation by 30%. 

Clothing was the item showing the lowest price increase in this period, rising by 8% (although 
it had risen by only half a percentage point between January and November). The food price index, 
for its part, rose in the year by 13% as a result of an increase of 11% in December alone. In both cases 
the main reason for the trend observed in the first eleven months of the year were the generalized 
drop in demand and —to some extent— the diversion of purchases to bordering countries. Moreover, 
in the case of foodstuffs, meat prices had a noticeable effect in this direction. 

The general level of wholesale prices of domestic goods rose by a third in 1982. In the period 
January-November the increase in this case amounted to 9%, but by the end of the year the total rose 
to 22%. . 

While the prices of crop-farming products fell by 6%, those of livestock products rose by almost 
42% and manufactured products by 38% (two-thirds of the increase occurring in both instances in 
the last month of the year). Lower external prices were to a large extent responsible for the variation 
in the prices of crop-farming products. 

The differing evolution of the wholesale and retail price indexes in the month of December was 
due to the particular mixes and weightings considered in each instance, with tradeable goods 


predominating in the case of the wholesale index. 


) 
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| URUGUAY: EVOLUTION OF WAGES 

(Variation between annual averages) 
1977 


_ Nominal wages" 39.0 39.6 52.6 64.4 4 
_ Public sector 40.6 40.4 54.5 74.6 a ise 
Private sector 37.6 38.9 50.8 54.6 44.6 17.8 


al wages” -11.9 -3.6 -8.1 i a 
Public sector -10.9 -3.0 -7.1 5.9 Le a 
_ Private sector -12.8 -4.1 -9.0 -6.3 -7.9 -0.7 


Source: Department of Statistics and Censuses. 
“ara * the basis of the minimum increases decreed by the Government up to October 1980, and thereafter on wages 
actually pai 

’Deflated by the consumer price index. 


Wages 


In 1982 the general nominal wage index rose by almost one-fifth, with a slightly greater 
e increase in the public than in the private sector (19% and 18%, respectively). In real terms, however, 
wage levels fell, since the average growth of domestic prices in the year was slightly higher. This 
a reversed the trend observed in 1981, when real wages rose by 8% after five years of continuous 
_ decline (see table 14). 

In terms of the December-December variation, the drop in the real value of wages in 1982 was 
_ appreciably greater (-11%) since only one nominal wage increase was granted in the year (10% in the 
~ month of January), and this was diluted in July by the introduction of a tax on wages (1% or 2% 
‘depending on the level of remuneration) and by an increase in social security contributions in 
November. 


5. Monetary and fiscal policy 


a) Monetary policy 


As in previous years, the basic objective of the Central Bank during 1982 was to reduce the rate 
of inflation, endeavouring to ensure that this was no greater than the rate of international price rises. 
The instrument used for this purpose during the first eleven months of the year was the management 
of the exchange rate. It was thus hoped that by determining the money supply in accordance with 
external developments, any discrepancy between monetary supply and demand would be resolved 

through the medium of the balance of payments, namely by the movement of excess money to the 
exterior through the current and capital accounts. 
In pursuit of the chosen objective, the exchange rate continued until November to be managed 
in accordance with the previous system involving announcement of the rate of six months in advance. 
Monetary control policy instruments were not resorted to, because it was felt that they might 
generate distortions in the financial market without ensuring control of liquidity. Compulsory bank 
| reserves and free market operations had already been abandoned since 1979, while bank 
rediscounting was discontinued even earlier. By this means complete neutrality of the monetary 
authority was sought in respect of any rise or fall in the monetary base. This policy was however 
abandoned in the last month of the year, when the Central Bank withdrew from the foreign exchange 
market and left the peso to float freely. This decision was the result of the many imbalances and 
pressures that had built up during the year in the productive and external sectors, and was therefore 
part of a broader effort to modify the economic system applied up to that time. 

In 1982 the nominal money supply increased by one-fifth, although remaining constant in real 
terms (see table 15). This was due to a much greater acceleration in the nominal expansion of 
currency held by the public than in the amount of current account deposits. Indeed, the value of the 
latter in real terms fell in 1982 for the third consecutive year. 
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Prominent among the factors of absorption were the variations in savings and time deposits in 
national currency and in foreign currency deposits. The real value of the former dropped (by 13%) for 
the first time in several years, after having slackened to a nominal growth level of 32% in 1981 
(although still representing positive growth in real terms) after successive annual rates in excess of 
100%. For its part, the peso value of foreign currency deposits rose by almost 150%, but this was 
entirely due to the considerable end-November devaluation, since in dollar terms these deposits fell 
by 15%, to a little over US$ 310 million. 


Table 15 
URUGUAY: MONETARY BALANCE 


(Billions of pesos) 


End-year balances Growth rates 
1979 1980 1981 1982° 1979 1980 1981 1982* 
20 
Money 5.8 8.7 9.8 11.8 88.5 50.7 12.5 204% 
Currency outside banks 5.2 5.1 6.1 79 75.9 60.1 2204 290m) 
Demand deposits 2.6 3.6 3.4, 3.9 106.4 - 39:5 1.4 5.4 | 
Factors of expansion 27.0... 43.5, 64.2. 101.9 - 72.1 61.0) 37h 5am 
International reserves (net) 8.0 98° "144 "510.3" 31.0 2205— 465 
Domestic credit 19.0" '93') 4983 YI?" Sea AT are 125.3 
Government (net) 0.8 1.2 2.32° 115.9 both te BA75 9886 
Official entities -0:8 ~--1:9"  -0:7 0.4 
Private sector 19.1... 34.3, -.48.2..¢95.9 1 L1G by 5197 Se ee 
Factors of absorption 21,2. |» 34.30 54.4) 902i: FIA 1-694 Gee 
Quasi-money (savings and time deposits) 6.3.1 434... 1275, 18.6 ,:2302,. 29 Rese Seal 


Deposits in foreign currency 7.8. 122 247 612 <694 5 5025 579 eet 
Other items (net) TA 91 “T2007 103: “Al2 — 2800S ieee ee 


ee $e 


Source: Central Bank of Uruguay. 
“Preliminary figures. 


Table 16 
URUGUAY: BANK INTEREST RATES 


Nominal interest 


pi cotnatiec oct Rate of inflation? Real interest rate 
1980 
March 67.4 78.1 -6.0 
June 68.3 67.8 0.3 
September 65.6 56.5 5.8 
December 65.1 42.8 15.6 
1981 
March 63.7 38.7 18.0 
June 57.4 34.8 16.8 
September 58.6 32.7 19! 
December 59.8 29.4 23.5 
1982 
March 49.0 223 2 
; 1.8 
June 54.8 18.9 30.2 
September 65.9 14.7 44.6 
December 76.3 20.5 46.3 


Source: ECLA, on the basis of data supplied by the Central Bank of Uruguay. 


a 
ee eae Fat eee rates charged by the five most representative banking institutions at the end of the periods shown. 
applicable to - i i i i i 
SPP € to fixed-term transactions in national currency of a duration of up to six months. 
welve-month variation in the consumer price index. 
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__ The contraction of international reserves was compensated by the extremely rapid expansion 
of domestic credit (87% in real terms) to both the public and private sectors. 
____ Credit to the former increased in nominal terms almost eight times, thereby representing 14% 
of total domestic credit in 1982 as compared with 5% in 1981. This was because the extremely rapid 
_ growth of the government deficit in 1982 made it necessary to provide the National Treasury with a 
high volume of financial assistance. 2% - 
- Credit to the private sector doubled in nominal terms after having shown lower growth rates in 
the two preceding years. Thus, its growth rate in real terms in 1982 exceeded 65 %, whereas in 1981 it 
had been less than 9% and it had only slightly exceeded 25 % in 1980. An important proportion of the 
1982 increase, however, consisted in the refinancing of existing credits as_a-result of the growing 
_ difficulties faced by debtors in repaying their loans and even in meeting interest commitments. The 
increase also included assistance to the banks to enable them to deal with a considerable withdrawal of 
__ deposits at the end of the year. Moreover, credit to the Mortgage Bank of Uruguay increased 
_ considerably as part of an effort to maintain an appropriate financing level for building programmes 
in order to compensate the contraction of activity in other economic sectors. 
v National currency interest rates in nominal terms on loans reached a level of 76.3% at the end 
ie of the year. This represented a significant increase compared with the situation prevailing twelve 
~ months earlier. For their part, real interest rates on loans rose from an average of 23.5% in December 
_ 1981 to a record level of 46.3% in December 1982 (see table 16). 
A Lending rates in foreign currency did not vary significantly in the year under review. They 
+ reached a level of 20% in the middle of the year, but subsequently fell back to 18.2% in line with 
international trends. Deposit rates in foreign currency fell from 13.1% in December 1981 to 10.2% at 
~ end-1982. 


b) Fiscal policy 

The difference between central government income and expenditure in 1982 showed a 
considerable contrast compared with previous years. After recording surpluses in two consecutive 
periods (1979 and 1980) and a small deficit (equivalent to 0.5% of expenditure) in 1981, 1982 closed 
with a significant imbalance ofm approximately 36% of total expenditure (see table 17). In other 
words, after income and expenditure had grown at similar rates in previous years, in 1982 income fell 
by 8% while expenditure rose by almost 44%, both expressed in current values. The reduction of 
fiscal revenue meant that the tax burden in 1982 was only 14.4% compared with 16.8% in the 
preceding year. 

The lower tax receipts in 1982 were mainly due to a drop in revenue from the value-added 
tax (-6%), together with lower yields from taxes on income and foreign trade (-17% in each case). 
These reductions were intimately connected with the negative trend of national production and the 
contraction of foreign trade —especially of imports. The three main types of taxation mentioned 
represented 94% of total government tax revenue in 1982. Revenue from taxes on wealth and 
tobacco rose by 17% and 23%, respectively, the last-named therefore being the only item of 
government income to grow in real terms. 

As regards government expenditure, the most active item was “other current expenditure” 
(especially transfers and interest payments), which expanded by some 75% in 1982 compared with 
the preceding year. Salary and wage payments and social security contributions, for their part, were 

58% higher than in 1981, with the latter increasing more than proportionately owing to the 
; application of indexation based on inflation in the preceding period. Finally, capital expenditure also 
increased, though at a lower rate than in previous years. On the other hand, a reduction was achieved 


in the nominal cost of purchases of goods and services as a result of the application of measures to 
contain expenditure. . 
Four-fifths of the financing of the central government deficit was covered by net credit supplied 
by the monetary authorities and the Bank of the Republic. This represented another significant 
change in economic policy during the year, since until 1981 one of the most highly publicized 
principles of the policy in force was the elimination of this kind of financing, which even showed a 
negative result in 1980. wy _ 
Attempts were made during the course of the year to correct the growing financial imbalance. 
Towards the end of the first half of the year the tax burden was raised by increasing the value-added 
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tax rate (VAT) from 8% to 12%, the application of this tax also being extended to ewan toon. es 
rendered by university-trained professionals. At the same time, the income-tax rate for 1 daring? 
commerce was increased from 25% to 30%, and certain specific taxes on consumption were a pe 
raised. In the field of external trade policy a dual measure was instituted in the form of aj eneral 10% 
export subsidy and a 10% surcharge on the CIF cost of all imports, on top of the prevailing os 
duty. The combined effect of these two measures was tantamount to devaluation in the merc! andise | 
market. Finally, as already mentioned, a wages tax was instituted at a rate of 1% to 2%, depending on 
the level of remuneration. = 
Several other changes were introduced towards the end of the third quarter with a view to 
reducing the assistance given by the Treasury to the social security system, while at the same time new © 
measures to bolster up fiscal revenue were adopted. In accordance with the first of these aims an — 
attempt was made to halt the vegetative growth of the commitments of the system, amounting to 
about 5% annually. For this purpose, certain minimum age limits were established for retirement 
benefits (60 years for men and 55 for women). Another measure introduced was the obligation for 
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Table 17 
URUGUAY: CENTRAL GOVERNMENT INCOME. AND EXPENDITURE 


Millions of pesos Growth rates 
1979 1980 1981 1982 1979 1980 1981 1982" 
2 3A SS SS eee 


1. Current income 8424 14955 21260 19552 93.7 77.5 42.2 -8.0 
Internal taxes” 5705 10695 14804 13487 75.2 87.5 384 -8.9 
On production, consumption 
and transactions 5.221 9287 13514 EE JOD? 17 7RIS ASS 

Value added (2751) (5676) (8515) (7 982) (80.2) (106.3) (50.0) (-6.3) 
Fuels (973) (1661) (2117) (1998) (67.1) (70.8) (27.4) (-5.6) 
Tobacco (459) (912) (1.251) (1 535) (54.7) (98.9) (37.1) (22.7) 
Others (1 038) (1056) (1 631) C2)” O68) Gy Gy2) 
On income P38 2563 Parr OF 82:4° 1277 2.7 -16.9 
On wealth 282 724 1094 1284 33.0 157.0 510. 174 
Taxes on foreign trade 1597 2753 3199 2669 1902 724 162 -166 
Other income Tai23 1 507 B25. 3396 1063 343 1161 4.3 

2. Current expenditure 7260 13080 18817 27503 79.6 80.2 43.9 46.1 
Wages and salaries 3282 5980 8800 68.5 82.2. = 47,1 
Contributions and assistance to 21 573 pre: 
the social security system 1117 3464 4866 67.9 210.1 40.5 
Purchase of goods and services 1397 § 2°466° 2 3-766 3526-4 82:16" “76.6" — 52.7263 
Other current expenditure“ 1464 1170 1385 2404 1204 -201 183 73.6 

3, Current savings (1 - 2) 1164 1875 2443 -7951 2784 61.1 30.3 

4. Investments 1040 1799 2560 3258 469 73.0 42.2 27.2 

5. Total expenditure (2 + 4) 8300 14879 21377 30761 74.7 79.3 43.7 43.8 

6. Fiscal deficit or surplus (1 - 5) 124 76 -117. -11 209 

7. Financing 
Net credit by Central Bank/ 

Bank of the Republic 205 -168 396 8915 
Issue of securities (net) 363 -313 49 1 479 
Other 34 405° 230° 815° 


Source: Up to and including 1981: Government Accounts Department. For 1982: National Treasury. The figures for the 
internal tax components come from the Tax Department. 

“Preliminary figures. 
piri other tax revenues, documents received, and adjustments for discrepancies between information on cash and 
collections. 

“Including transfer payments, interest payments on the public debt, and affected income. 
Including net sale of bonds and public debt amortization bills. 

“Including variations in Treasury position and uncleared checks. 
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the same time imports rose by 6%, the trade balance showed a negative result for the first time 
1978. To these developments was added an increase of 27% in foreign debt service payments, 
1 the result that the current account showed a negative balance of approximately US$ 3.5 billion. 
This adverse position represented a radical reversal in comparison with 1981, when the trade account 
showed a surplus of more than US$ 4 billion (see table 1 and figure 1). - 


Moreover, deterioration in the petroleum sector reduced current government income by 16%, 
d a fiscal deficit of over 8 billion bolivares ! was recorded in the year in spite of a contraction of 9% 
in total expenditure. 


These circumstances had an adverse effect on domestic activity. The gross domestic product 
remained almost stationary (increasing by only 0.6%), thereby bringing about a drop in per capita 
product for the fifth successive year. A small increase in the agricultural sector failed to compensate 
the contraction recorded in petroleum, mining and construction, or the deceleration noted in the 
_ production of services. 


f Employment indicators also confirmed the downward trend. The unemployment rate again 
rose in the first half year to a level of more than 7%. Inflation continued to drop, with the result that 
| the average increase in consumer prices in the year amounted to less than 10%. However, since this 
_ figure was equivalent to twice the increase in nominal family income (5%), the latter showed a 
contraction in real terms. 


. In view of this declining situation the policy in force since 1979 had to be partly modified with 
the aim of improving internal efficiency and controlling inflationary pressures. Although some 
- subsidies were introduced and most productive investments remained unaffected, the contraction of 
"current government income made it necessary to apply a fairly restrictive fiscal spending policy. On 
the other hand, significant changes were introduced in the monetary sphere. These had the dual 
Be purpose of reestablishing external equilibrium and promoting domestic savings. With these 
objectives in mind, rediscounts and advances to the commercial banks were stepped up, thereby 

_ tipping in favour of Venezuela the difference between domestic interest rates and those prevailing in 
"the United States. Import policy was again tightened up during the year, in the form of an increase in 
customs duties and a ban on foreign purchases of some products. Imports —at constant prices— 
nevertheless grew by 9%, affected to a certain extent by stock accretion in the light of persistent 
rumours of devaluation. Furthermore, it was not possible to restrain the constant outflow of foreign 
G currency which continued throughout the year and reached unparalleled proportions. A loss of US$ 7 
billion in the country’s international reserves was’ consequently recorded, and was barely 
compensated by the revaluation of gold reserves and centralization of international public-sector 


__ assets under the control of the Central Bank. 
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The exchange rate throughout 1982 was 43 bolivares = US$ 1. 
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Source: ECLA, on the basis of official data. 
“Preliminary figures. 
Gross domestic product plus terms-of-trade effect. 
‘Cost- of-living index for the Caracas metropolitan area. 
_ Average family income. 
“First half of year compared with the same period in 1981. 
2 Percentage. 
* First half of year. 


"Refers to the public debt incurred under the terms of the Law on Public Credit. 
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Gross domes 
aHe eee noe O:dollags)* = => 19 404 19982 20 169 Cairne 
_ Population-(millions of inhabitants) amar al iste — ere A5.6iey 
Per capita gross domestic product iid p ada sroer aah 
(in 1970 illars) ; ss 337 ‘| 379 1371 1 336 
ay 2 at yt : rg & bax peers ary THe res 23909 F 
at Grinabanes S$ FHC UO G TSO FOTO sb ese adie 
B. Short-run economic indicator osursibns feta Losers 
Gross domestic product =~ 6.8 3:0) 0.9 “1. 0.4 tT 
Per capita gross domestic product Se -0.6 -2.5 es eee 
Gross income Des. 0.1 92s00:03.8 ot 2 
Terms of trade (goods and services) | 0.8 =10-7 29.9 5 Zoe 
Current value of exports of goods 75 . 
and services 5.0 -3.6 52.6 33.5 
Current value of imports of goods : oa 
and services 39.8 15.4 -6.4 6.5 Bee 
Consumer prices“ SS 
December - December ; 8.1 7.0 20.5 196 108 
Variation between annual averages 78 7! 12.3 21.6 16.1 
Money 25.0 21.0 6.7 13a) digg 
Wages and salaries® LID sty eh Raversis JA Boab 208 9.8 : 
Rate of unemploymen 48 4.7 5.4 5.9 6.2 | 
Current government income -6.3 -6.2 24.8 252 47.8 15.6 § 
Total government expenditure 1322 1.0 -0.4 43.0 29h 8.8 
Fiscal deficit/total government expenditure’ 20.2 vay 1.8 14.0 2.0 ).3 
Millions of dollars + @ 
C. External sector i 
Trade balance (goods and services) -2985  -5 366 760) 204839 TS 16 1 ey 
Balance on current account Sper37 25 qr5069% 371 4749 4045 
Balance on capital account 2966 3 866 606 -4797 -1551 
Variation in net international reserves -L/1 - -1°833) = 1 et04: bl = 2°676 
External debt” . 4 715°? 7 232 "8 219 9) ee H 
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Figure 1 
VENEZUELA: MAIN ECONOMIC INDICATORS 
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Source: ECLA, on the basis of official data. 
4Annual growth rate. 
DAverage annual rate for whole country. 
CFirst half of year. 
dPercentage variation, December - December. 
€Millions of dollars. 
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ted for exclusively by an increase of almost 6% in total 
1981. Although precise information is not available on the 
evolution of individual component of demand, it is probable that, as distinct from the situation in 
1981, the consumption of the population will have increased at a greater rate than that of the 
government, since low tax receipts brought about a severe contraction 1n public spending. Stock 
fluctuations were also influential in this respect,? a marked increase being recorded in those held by 
the petroleum industry. On the other hand, gross fixed investment showed only a small contraction. — 
The increase of 9% in public investment failed to counteract the considerable contraction in private | 
investment (-18%) recorded for the fifth consecutive year. However, the investment coefficient | 
continued at approximately 30% —an undoubtedly high rate in comparative international terms. 
For its part, export volume continued the declining trend observed since 1971 and showed a 
drop in the year of almost 14% due to lower external demand for hydrocarbons and other traditional - 


ee | 

export commodities. | 
I 

l 


Expansion of demand was accoun 
consumption after a stagnant position in 


b) Evolution of the main sectors 


As already mentioned, the gross domestic product remained virtually unchanged in 1982 for the 
second successive year. Although showing positive results, rates of expansion of service activities 
were lower than in the preceding year. The increases in question barely compensated a drop in the 
production of goods for the third consecutive year, this to some extent being due to the low level of | 
operations in petroleum and mining and in the construction industry (see table 3). . 

i) The petroleum sector. Petroleum extraction showed a continuation of the regular decline 
observed since 1971 and only temporarily interrupted in 1973 and 1979. The decrease in 1982 (-10%) 
was, however, much greater than in previous years and crude oil output fell as a result to a level 
slightly below 700 million barrels. This volume, representing a daily output of 1 896 000 barrels, was 
equivalent to almost half the level recorded in 1970 (see table 4). 

Marked changes in the international energy situation since mid-1981 were decisively influential 
in the lower level of activity in the petroleum industry during the year. Demand contracted noticeably 


Table 2 
VENEZUELA: TOTAL SUPPLY AND DEMAND 


Millions of dollars Percentage G ‘ 
at 1970 prices breakdown pues at 
1980 1981 1982° 1970, 1982" 1980 1981 1982° 
Total supply 26111 26276 26988 1169 135.0  -3.2 0.6 2h 
Gross domestic product at 

market prices A 19806 19877 19994 100.0 100.0 1.8 0.4 0.6 
Imports of goods and services 6305 6399 6994 16.9 35.0, “e272 1.5 9.3 
Total demand 26111 26276 26988 116.9 135.0  -3.2 0.6 27 
Domestic demand 24182 24530 25 482 95.9 1275 -3.8 1.4 a9) 

Gross domestic investment es = os oe = = = 
Gross fixed investment 3794 #76139 6069 2251 30.4 -18.5 6.0 eis 
Construction 3 033. 2929 ~°2°766 12.8 13.8 -34.3 -3.5 -5.5 
Machinery 276R 3-21: a3" 503 93 16.6" 105 iG:s 29 
Public S121 3: 884g 4/227 Sul oa | 73° - 1245 8.8 
Private ata 2 OA. 2a 1 842 17.0 9.3 =36.3 | =15.6. }-f85 
Total consumption F 18 388 18391 19 413 73.8 97.1 3.2 : 5.6 
Exports of goods and services 1 929)" E746" * 2 306 21.0 te -7.5 -9.5 -13.8 


Source: ECLA, on the basis of official data. 
* Preliminary figures. 
The figures for imports and exports of goods and services were taken from balance-of-payments data expressed in dollars at 


current prices, which were converted to constant 1970 val i ice 1 
ANd tao eee a values by using price indexes calculated by ECLA for the purpose. 


5 sik : ; 
In table 2, stock variations are included in total consumption. 
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VENEZUELA: GROSS DOMESTIC PRODUCT, BY KIND OF 
ECONOMIC ACTIVITY, AT FACTOR COST 


Millions of dollars Percentage -§ G&G 
at 1970 prices breakdown ao Wa) Taree 
1980 1981 1982° 1970 1982° 1980 1981 1982* 
Gross domestic product’ 18 732 18799 18910 100.0 100.0 -18 0.4 0.6 
Goods 7022 6868 6788 45.6 35.5 -3.7  -2.2  -1.2 
“Agriculture M2 Ad oe 2 5A+- 1 298 7.6 CS: any 6: Bae): eee 5 
Petroleum Folk. 4 200. 91495. “21.2 76 -62 -44 -6.6 
~ Extraction Peo Oe teh os ol 1k 17.4 60 -7.0 -3.1 -8.5 
Refining Sa errs ae NR? TO .G eke LT Is 
‘Mining (excluding petroleum) 170 168 142 1.4 OF SCP y-Le2) S=I KS 
‘Manufacturing 2752; 62: F290 -2 789! AED. IAS oo TG AO Be ae 2i2 
Construction TESS" PeleG2 sd 4106 4.2 5.8 -165 -2.8 -48 
Basic services 3052 3229 3303 126 173 #215 5.8 2.3 
Electricity, gas and water 542 592 626 1 9.5 Oa 2 5949.2 459 
_ Transport, storage and 
E-communications a S10 2 Go 2 Olt 09 1A 0.6 So ES 
- Other services 8761 8905 9023 41.8 47.2 -20 16 1.3 
Wholesale and retail trade, 
‘restaurants and hotels e760" “Helo” T1754 AO ODay S222 
Financial institutions, insurance, 
teal estate, and business services 2472 - 2:543 . 2,605 1:229% * 13:6 2.1 2.9 2.4 
Community, social and personal services A529. 4646. .4664. 17.9. 244. 2.1. 26). 04 
Government services PSs0. es ts Oe IE, 161 20. 3.0 78S 


Source: ECLA, on the basis of figures supplied by the Central Bank of Venezuela. 

“Preliminary figures. 
As the individual activities and totals were calculated independently, the sum of the former does not coincide exactly with the 
latter. 

3 “Excludes petroleum refining. 


due to several factors of a structural and circumstancial character. World consumption of petroleum 
fell slightly in the year (-0.2%) while consumption in the OECD countries dropped by 5.37%. In 
addition to recession in the industrialized countries, other contributory factors were the adoption 
since 1973 of policies designed to save fuel in the light of the new comparative price situation. Thanks 
to these policies, energy yields rose considerably together with a greater substitution of other fuels for 
petroleum.’ 

Some significant changes have also come about in the sphere of supply. On the one hand, many 
countries have been endeavouring to start petroleum production within their own borders in order to 
cover an increasing proportion of their requirements. On the other, new large producing countries 
such as Mexico and the United Kingdom have increased their production levels but remained outside 
OPEC, the influence of which has consequently become weaker. The participation of OPEC in world 
petroleum production fell from 537% in 1973 to slightly under 37% in 1981. It dropped further in 
1982 to 33.5%, the OPEC countries reducing their total output by more than 21% while other 
producing countries increased theirs by 1.4%. 

Moreover, disagreement between the OPEC member countries became more acute in the course 
of the year. At a special meeting held in March, the organization decided to freeze reference prices and 
cut back production, establishing maximum allocations for each producing country. The Venezuelan 
quota was fixed at 1 500 000 barrels /day —a figure 30% below the target of 2 200 000 barrels /day 


3In particular, inputs of energy and petroleum per unit of production have shown considerable decreases. Thus, real 
gross domestic product in the OECD countries rose by 19% betweeen 1973 and 1980, while energy consumption grew by only 
4% and that of petroleum contracted by 3% in the same period. For further details, see Agence Internationale de l’Energie 
(AIE), World Energy Outlook, Paris, 1982. 
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established by the government. Crude oil production consequently fell from 1 840 000 barrels /day n 
the first quarter of the year to 1 526 000 in the second quarter. As from July, however, OPEC was 
unable to reach agreement on production quotas, with the result that Venezuela no longer consider : 
herself obliged to abide by the aforementioned quota and increased production in the third quarter to 
1 780 000 barrels/day and to 2 225 000 in the fourth quarter. The latter figure was even higher than 
the average daily output recorded in the preceding year. ' : 
Thus, to the over-supply of hydrocarbons was added a change in market relationships. While 
the latter became freer, they also became more unstable. All these developments brought about a drop . 
in the international price of petroleum. The situation was aggravated by consumption of part of the 
accumulated stocks held in the industrialized countries, which fell in the year by 7%.4 The result was a 
reduction of more than 15% in net petroleum imports of the OECD countries in 1982, —a contractio n 
almost three times greater than the drop in consumption. Prices on the spot market —in which an 


| 


Table 4 ‘ 


{ 
VENEZUELA: SOME INDICATORS RELATENG TO PETROLEUM AND IRON ORE é | 


a 


rs Growth rates bal 
1978 1979 «1980-1981 1982" O78 1979 1980. 1981. 19825 


Petroleum (millions 
of barrels) 
Crude oil production 790.4 860.1 7934 769.5 692.1  -3.2: 8.87 9"780' 3.05 te 


Output of refined 


products 359.7 361.9 3387 —313:9 - 3165 16 06 -64 -73 08 
Exports . 
Crude oil 454,3--514.0 ~ 470.9.---461.0---387.8--—--3.8-—-_13.1—--8.0- 2B 
Refined products 254:6 =S250A" 2093 175.5 19S 8.5 -18 -17.9 145 2.1 
Domestic consumption 
of refined products 100:8° ©" -12027° 2125.3" F421 pe? ALO! OBES Tee 
Reserves 
(billions of barrels) 18.3 18.5 19.6 20.2 24.6 jee 1:4 S59 27-7 2i9 
Theoretical life of 
reserves‘ 23.1 21.5 24.7 26.2 35.3 4.5, » 6.91533) oy Gok Seem 
Gas 
Production (billions 
of cubic metres) 34.8 36.9 ae) 34.9 32.5 -7.1 6.0 -3.9 -1.7 -68 
Utilized 
(percentages) 93.4 O37, 93.6 94.5 94.8 0.4 7540.33.03 10 803 
Wasted 
(percentages ) 6.6 6.3 6.3 xD 5.2 -12.0 45 -126 -5.4 


Iron ore (millions 
of metric tons) 


Production 135 15.3 16.1 152 L1.2 pa 22, del 5.2 -3.7 -27.4 
Exports 12.8 13.0 11.8 12.4 6.5 7.6 16 -9.2 5.1 -47.5 
Reserves 1764.0 1748.0 21160 21010 20890 -08 -09 210 -09 -06 


Source: ECLA, on the basis of information contained in the address by the President of Venezuela to the Congress of the 
Republic, March 1983. 
“Preliminary figures. 
b . 
Including greases and propane. 
“Reserves divided by crude oil production in the yéar concerned. 


‘The increase in petroleum prices in the 1970s was caused not only by the concentration of supplies under OPEC but 
also by international political developments such as the war in the Middle East. The change of government in Iran and 
aggravation of regional problems contributed in particular to the wave of price rises in 1979 and the resulting accumulation of 
stocks by the industrialized countries. The volume of the latter is estimated to have reached 4.5 billion barrels at the end of 1981 
—a volume equivalent to 70% of OPEC production in 1982. 
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vera ge of one-third of world petroleum transactions are carried out— fell in February to a level 
eC than chacelesence price adopted by OPEC and thereafter remained at this lower level for the rest 
the year. 
__In this context, Venezuela intensified the marketing policy applied since 1976, the basic 
jective of which was to maintain secure and stable markets. In addition, diversification of foreign 
kets continued both in geographical terms and in terms of the number of clients involved. 
ticular attention was also given to the marketing of the country’s large heavy and extra-heavy 
etroleum reserves.© Long-term production and supply contracts were promoted with various 
uropean countries and with Brazil. An agreement was reached at the end of December between 
Petrdleos de Venezuela and the German company Veba, for the refining in Germany of 150 000 
trels/day of heavy crude. 
= A drop in crude oil exports was nevertheless recorded in 1982 for the fourth consecutive year, 
gerounting on this occasion to a considerable contraction of 16%. The physical volume of foreign 
sales (390 million barrels, or a daily average of 1 063 000 barrels) barely reached 75% of the 1970 
total and only 50% of the level reached in 1972. At the same time, the proportion of heavy and semi- 
“heavy crudes continued to grow. After accounting for 28% of total crude exports in 1976, their share 
~fose to 52% in 1981 and to more than 54% in 1982. 
Exports of refined products rose in the year by 2%, reaching a daily average of 491 000 barrels. 
Their share in total external sales of petroleum products increased from 28% in 1981 to 32% in 1982. 
_ The small increase in volume was nevertheless tantamount to stagnation in domestic refining 
‘activity. However, due to progressive technological innovations in the refining processes employed, 
the proportion of gasoline produced rose by 3% while the output of residual fuels decreased. 
_ At the same time, domestic consumption of refined products rose by only 1% in the year —a 
“rate equivalent to barely one-tenth of that recorded in previous years. This modest increase was to a 
large extent due to a contraction of almost 25% in consumption of refined inputs by the petroleum 
industry itself. Domestic consumption of gasoline also showed a small reduction as a result of price 
adjustments which doubled or trebled domestic prices from May onwards. 

In view of the international situation already mentioned, Venezuela found it necessary to adapt 
to the new market conditions and reduced effective selling prices for the first time since 1978. This 
represented a drop in price of 7.5% for the group of petroleum products exported. Crude oil prices 

* were adjusted on two occasions (January and March) representing an average reduction of 9%. The 
_prices of derivative products for their part were adjusted more frequently but showed a lower average 
drop of only 5%. Export values, or prices for fiscal purposes, fell even further, with a drop in the case 
of this group of products as a whole amounting to 9%, and to 13% in that of crude oils (see table 5). 

Deterioration in export volumes and prices reduced earnings in the petroleum sector by almost 
19%. These nevertheless remained at a higher level in nominal terms than in 1979 and amounted to 
73 billion bolivares. As in previous years, exports represented the country’s main source of income, 
although decreasing in value by more than 20% in the year. Domestic sales accounted for only 6% of 
total petroleum industry earnings, although they showed an increase in value of almost 50% as a 
result of the higher price of gasoline. Fiscal earnings amounted to 46.3 billion bolivares; 22% less 
than in 1981. 

An active investment policy was instituted by the petroleum industry in 1976 with a view to 
counteracting declining export capacity arising from constant growth of domestic demand and 
progressive exhaustion of reserves in traditional drilling areas. A sum of approximately US$ 2.5 

, billion was invested under this policy in the period 1976-1982, disbursements in 1982 exceeding 11 
billion bolivares, i.e., 28% more than in 1981. 

One sixth of this sum was devoted to exploration. An intensive drilling programme put into 
operation in 1976 produced fairly favourable results in 1982 so that petroleum reserves rose by 21%, 


5 At the end of 1982, while the reference price of light Arabian petroleum stood at US$ 34 per barrel, sales on the 
Rotterdam free market were conducted at an average of US$ 30.50 per barrel. 

6In accordance with plans for future expansion, and in order to avert the rapid exhaustion of light petroleum reserves, 
an attempt is being made-to modify proportions delivered favouring heavy and semi-heavy grades of petroleum which account 
for almost half of Venezuela's oil reserves. It should be mentioned that these products are not subject to the output quotas 
established by OPEC, nor to any ruling reference price. 
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especially those of light petroleum. Total hydrocarbon reserves increased by 35 % between 1978 and 
1982, Venezuela’s share of total international reserves thus rose from 3 % to 3.6% between the above 
years, and the theoretical life of national reserves increased from 26 years in 1981 to 35 years in 1982 
(see table 4). 7 se . : . 

The remaining investments were mainly direct to refining activities. In order to deal with the 
unbalanced composition of reserves,’ a programme involving changes in refining methods was 
prepared and put into effect at the beginning of 1978. Its purpose was to use a higher proportion of 
heavy crude oil with consequent saving of light and medium grades. At the same time, the proportion — 
of residual fuels in final refining output was reduced and that of gasoline for domestic consumption © 
increased. The programme was initially introduced at four refineries (El Palito, Amuay, Puerto La | 
Cruz and Cardén), construction being put in hand at the first two of these refineries in 1979, finally _ 
coming on stream in March 1982 at El Palito and in December 1982 at Amuay. | 

However, the international market situation, combined with the above-mentioned increase in 
reserves of light petroleum, and lower growth rate of domestic and external demand than had been _ 
foreseen, made it necessary to re-assess the petroleum investment programme. Plans involving | 
technological innovations at the two remaining refineries —Card6n and Puerto La Cruz— were | 
suspended, thereby saving US$ 2.5 million of the investments planned. It was also decided in 1982 to 
postpone a significant part of the investment programme which had been earmarked for the Orinoco 
area,® where profitability dropped in relative terms owing to the newly proven reserves of light crude 
oil. Implementation of the Cerro Negro project was therefore postponed, reducing by more than half 
the total cost of the investment programme (from US$ 8 to US$ 3 billion as well as future production 
capacity (from 225 000 to 100 000 barrels per day). 


Table 5 


VENEZUELA: EVOLUTION OF PETROLEUM PRICES 
(Dollars per barrel) 


Effective sale price Export value 

Year Guide Refined n Grudé Refiend x 

oil products bios oil products Midi 
1971 2.35 2.48" 
1972 2.52 3.02 
1973 3.71 4.42 
1974 10.53 14.35 
1975 10.99 13.76 
1976 11.25 14.25 
1977 12.61 13.85 
1978 11.96 12.18 12.04 13.73 13.88 13.78 
1979 16.65 19.78 17.69 19.27 21.10 19.88 
1980 25.64 28.21 26.44 31.94 35.55 32.69 
1981 29.42 30.46 29.71" 38.23 38.19 38.21° 
1982 26.76 29.01 27.47° 33.27 37.47 3.4.73" 


i a SS 
Source: ECLA, on the basis of information contained in the address by the President of Venezuela to the Congress of the 
Republic, March 1983. 
“ Average of reference and export prices. 
Preliminary figures. 


7 As already mentioned, heavy and extra-heavy types of petroleum represent almost half the country’s proven reserves 
and 89% of probable reserves. Their production costs are unfortunately much higher than those normally incurred in the case 
of light and medium grades. Moreover, refining of heavy grades is decidedly complex and mainly produces residual fuels which 
are becoming more difficult to dispose of the international markets. Due to various factors including the seasonal nature of 
consumption, competition from many countries, and the ready accessibility of other sources of energy, these crude oils are also 
subject to continuous price fluctuations. 

8The area known as Faja del Orinoco contains immense oil reserves of between 700 and 3 000 billion barrels, ie., at 
least 35 times the country’s present proven oil reserves. However, they consist of extra-heavy petroleum involving high 
investment, operating and processing costs. The estimated cost of the initial project was US$ 8 billion and involved the 
production of 225 000 barrels/day in 1988; 125 000 at Cerro Negro (in the Monagas del Sur region) and 100 000 in the 
neighbourhood of Guanipa. 
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“ea Finally, the policy relating to heavy and extra-heavy grades of petroleum was modified so that 
Priority was given to the conclusion of refining contracts with consuming countries, thereby ensuring 
future sales and avoiding high conversion costs within Venezuela. 
P ti) Mining. Non-petroleum mining activity continued the decline observed since 1975 and only 
temporarily interrupted in’ 1979 and 1980. The gross product of this activity showed a marked 
ntraction of approximately 16% in 1982 as a result of a lower level of iron-ore mining operations, 
mbined with a degree of quality deterioration in diamond extraction. 
ey. Iron-ore production dropped by more than 25% and only slightly exceeded 11 million tons 
_ —the lowest level recorded since the early 1970s. On the other hand, domestic iron-ore sales reached 
4 million tons, representing an increase of 38% over the preceding year. This significant increase 
_ nevertheless failed to compensate the considerable drop of almost 48% in volume exported. Total 
~ Sales of iron ore consequently fell in the year by more than 30%, amounting to only 10.5 million tons 
_ (see table 4). 
ca Other mining activities showed little or no expansion in 1982. Lower international prices held 
_ back gold-mining operations, the production of which fell slightly short of 890 kg, ie., only 2.7% 
_ more than in 1981. The participation of the State company Minirven fell from 42% of the total in 
1981 to 32% in 1982 as a result of technical difficulties at the company’s gold-ore processing plant.” 
x. Diamond production, for its part, which has gone down considerably since 1974, when output 
~ reached 1.3 million metric carats, remained in 1982 at almost the same level as in 1981, showing an 
- increase of only 0.6% and reaching a volume of slightly over 493 000 metric carats. Moreover, the 
_ volume produced was of lower commercial value, due to the sharp increase in the proportion of 
lower-quality diamonds extracted. 
iii) Agriculture. The product of this sector in 1982 showed an increase of 3.6%, thereby 
_ recovering from the drop recorded in the preceding year. Crop-farming output rose by 3% in contrast 
with the contractions registered in the two preceding years. Also contributing to the overall growth of 
the sector was an increase in stock-raising and a vigorous recovery in the fishing industry. Other 
sectors, however, showed little dynamism, and activity in the sphere of agricultural services declined 


by 4% (see table 6). 
: In spite of the recovery mentioned, crop-farming production barely exceeded the value (in 


constant prices) recorded two years earlier. Output benefitted froma change in the pattern of rainfall, 
* which, although exceeding by 35% the average for the period 1961/1970, was considerably less than 
~ that recorded in 1981 (when it exceeded that level by close on 90%). Favourable climatic conditions 
' proved beneficial to transport operations and favoured soil-preparation activities. The surface area 
harvested nevertheless amounted to only 1.6 million hectares, namely 4% less than in 1981 and 9% 
less than the average for the three-year period 1978/1980. On the other hand, the use of fertilizers 
increased by 3%, considerably improving yields of some crops such as sorghum, maize, potatoes, yuca 
and sugar cane. 
As a result, the production of cereals exceeded 1 500 000 tons despite a reduction of 9% in the 
area sown. Although the volume harvested showed an increase of 2% over 1981, however, it was 6% 
lower than in previous years. Maize production rose by almost 11% but failed to recover fully from 
the drop recorded in the preceding year. Rice output showed a slight setback, although continuing at a 
level sufficient to generate surpluses for export or for use as inputs. 
Production of pulses amounted to about 32 000 tons, representing a 4% drop due mainly to the 
lower output of beans. The higher yields were not sufficient to offset the reduction of 13% in the area 
, harvested. res 
| Oilseed production fell by somewhat less than 1.5%. The main factors contributing to this 
result were financing difficulties, high production costs and low selling prices. The products most 
affected by this contraction were peanuts (-14%) and cotton (-24%). On the other hand, sesame 
—production of which is supported by an agreement requiring the whole harvest to be delivered 
directly to industry— showed an increase in volume of more than 10%. . 
As for other crops, mention should be made of notable increases in the harvests of potatoes and 
sugar cane (27% and 10% respectively). Other products showed only small variations in output and 
area sown. 


e 


°This plant came into operation in 1981 with a processing capacity of 252 000 tons of ore. 
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The increase of 6.3% in the stock-raising product was the result of a greater degree of activity it 
all its components. The poultry sector in particular showed favourable results. Thanks toan _— af 
of 12% in the production of birds and 10.5% in the output of eggs, the domestic market was 
supplied, thereby justifying the technical assistance efforts made in recent years. Milk production also 
rose (by 2.5%), while that of beef and pork increased by 2.4% and 2.8% respectively. 

The larger domestic supplies of these products enabled the A gricultural Marketing Corporation 
(CMA) to reduce imports in the year by 51% toa total of 1 186 000 tons, representing an outlay of — 
2 370 million bolivares. Only 9% of total imports (consisting of milk, peanuts, meat and soybean 
flour) were made directly by CMA, the balance being purchased by the private sector under conditions 
of delegation. 


Table 6 
VENEZUELA: VALUE AND VOLUME OF AGRICULTURAL PRODUCTION 


ee eee Ee eS 
*-3 Growth rates 
1979 1980 1981 1982* 


| 
| 


1979 1980 1981 1982* 


Value 
(Millions of bolivares at 1968 prices) 


Agricultural production 


Crop farming 2545 2500 2442 2515 4.0 rcrek. By yLE2D, 3.0 
Cereals 730 705 693 702, 146 3 Aves SIA, bs 
Roots and tubers 227 228 220 247 6.0 04 5-35 Sa 
Fibres and oilseeds Wie, 178 129 123) =251) 2-275 -4.7 
Fruit 568 560 587 595 -16 8 -14 4.8 Tt 
Green vegetables 202 209 183 2087" 22120 3:5 16-1242 13m 
Coffee, cocoa, etc. 605 576 587 603 3.6 -48 1.9 2ei} 
Pulses 41 44 43 37 35 yee 5.8 6.3 

Stock-raising 3008 3225 3411 3627 o») Lee 5.8 6.3 

Fishing 107 125 120 130 —""-6 -"1G.B -0.4 8.3 

Forestry 63 41 39 40 -10.0 -349 4.9 2.6 

Processed products 90 92 100 102 5.9 2.2 8.7 2.0 

Buildings and improvements 341 329 338 257 -8.3 -3.5 2h 0.3 

Agricultural services” 129 129 122 117 San 5.4 -4.1 

Volume 
(Thousands of tons) 

Principal crop-farming products 
Rice 614 619 682 6/0)" * 225 0.8 teal -1.7 
Maize 613 7D 452 501 ahi) -6.2) .9-214-— 1038 
Sorghum 396 353 347 338. ~,.{16.5; - +10. 94-5 1 JR 05 
Sesame 42 57 48 53,.:...35.4. =35-14: E16 eee 
Coconuts 159 159 161 160 -1.2 Ly -0.6 
Cambur (bananas) 873 890 915 921 -3.0 1.9 2.8 0.7 
Oranges 330 a5) 368 372 5.1 O3OORA 1.1 
Coffee 54 58 60 59 -8.4 74 3.4 -1.7 
Sugar cane 4769 4987 4531 4968 -1.2 46 -91 9.6 
Plantains 437 418 426 430 =-1.8 43 1.9 0.9 
Potatoes 191 199 ‘pil oH jaaaea hd 7) 42 -140 269 

Principal stock-raising products 
Milk’ L271 BST 395> 430 Ba 3.1 6.4 25) 
Beef 1532252 471 W455" i488 iS 6.7 3.0 2.4 
Pork ; 138411629 ae SGT 2eRILILS seatelS.0 2.6 2.8 
Poultry 134 SY) 182 204 47 Ah DBT nolAd peli 
Eggs for direct consumption 2.109... 2.034,..2 203 2.436. JAS -3.6 8.34105 
Source: ECLA, on the basis of statistics contained in the address by the President of Venezuela to the Congress of the Republic, 

March 1983. 


“Preliminary figures. 
_Including land preparation and levelling, pest control, threshing and drying of grain, etc. 
Millions of litres. 
Thousands of head slaughtered. 
“Millions of units. 
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; CMA also made efforts to promote more flexible relations between producers, and it established 
nents between them and the farm-products processing industry for the direct purchase of 
ted crops by the latter. Most of the measures designed to protect farmers’ purchasing power 
re nevertheless maintained. For this purpose, CMA increased its purchases in the domestic market 
3% in volume and 35% in value. These purchases amounted in volume to over one million tons 
ed at 560 million bolivares, and consisted mainly of rice, maize, peanuts and sorghum. 
_ Financial subsidies granted through the medium of CMA increased in the year by 15%, the 
pest rises being for the production of milk (40%) and sorghum. On the other hand, subsidies were 
continued in the case of maize, sugar and coffee. As supplementary measures designed to stimulate 
ity in the sector, the volume of credit was maintained in spite of the strict budgetary restrictions, 
d the National Agricultural Insurance Company (‘‘Agroseguros”’) expanded its operations, which 
d commenced in 1981. 
_ With the same aim of protecting national producers, foreign purchases of 25 products were 
ohibited, and the importation of approximately 100 others was reserved exclusively for the State. 
; Due to the improved domestic supply position from both national and foreign sources, 
variations in the price indexes of farm products in general showed significant reductions, as did those 
of processed food. Thus, while the variation between annual averages in the case of the first- 
_ mentioned group fell from 19.4% in 1981 to 5.2% in 1982, that of the second group fell from 14% to 
10%. Asa result, the incidence of food products in the cost-of-living index was also markedly reduced. 
- Thus, the variation between annual averages for the metropolitan area of Caracas declined from 
19.5% in 1981 to 9.7% in 1982. 
__. iv) Manufacturing. The increase of 2.2% in the manufacturing product in 1982 made up for the 
| ‘contraction registered in the preceding year. Reversal of this adverse trend was the result of greater 
dynamism in private-sector industry, representing 90% of all national manufacturing activities. To 
this was added the impetus given to the sector —as in previous years— by government-owned 
enterprises whose gross product rose in the year by more than 3 %, due mainly to higher output levels 
of sugar and petrochemicals. 
; The product of traditional industrial activity as a whole showed a drop in growth rate to only 
1% —one-third of that recorded in 1981. The only industries showing significant increases were 
those producing leather and footwear and sugar. Production of the latter rose by 20%, with the State 
» sugar refining company Centrales Azucareros C.A. (CENAZUCA), which produces more than half of 
_ the national total, reporting a particularly marked improvement in yields. On the other hand the 
output of the wood, rubber products, and textile and clothing industries showed contractions of 19%, 
6% and 3%, respectively. 

Production of intermediate goods rose by 3.4%, thereby making good most of the contraction 
experienced in 1981. The petroleum products and chemicals and plastics industries were those 
showing the greatest activity, with growth rates of between 6% and 10%. Specially significant 
increases were recorded in this group in the case of sulphuric acid (43%), urea (18%) and fertilizers 
(30%) (see table 7). However, in spite of an increase of 13% in its production of industrial inputs, the 
State petroleum company PEQUIVEN reported a loss of 120 million bolivares in the year —double that 
of the previous period. 

In contrast, pig iron production fell by 51%, while output of aluminium fell by 12% to 275 000 
tons, of which 82% was exported. Most of the reduction in the latter instance was the result of 
technical problems which made it necessary to shut down or suspend some of the activities of the two 

’ producing companies in this field, ALCASA and VENALUM. 
The State-owned company SIDOR, for its part, turned out almost 2 million tons of steel; 10% 
more than in 1981. Influencing this result was an increase in productivity, which improved from 23 


man/hours per ton in 1979 to only 14 in 1982. As a result, a drop of 15% was recorded in production 
costs, and this, together with an increase in unit sales values, reduced the company’s operating losses 
in the year by 64%, although they still amounted to nearly 800 million bolivares. 

Finally, the total product of the metal products and machinery industry fell by almost 1%, since 
increases of 7% in the manufacture of machinery and 2% in that of transport equipment failed to 
compensate for the contraction of 6% in the output of metal products. p 

In so far as prices were concerned, the previous official policy was continued of combining the 
objectives of price liberalization, or “realism”, with maintenance of price control in the case of some 
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articles classified as of prime necessity or general consumption. In addition, it was obligatory “ repot 
30 days in advance any price change in the free-price products group. These ach psi ne ~ wit 
improved production conditions and considerably lower domestic demand, had the effect o 
restraining price increases by producers of almost all manufactures. Thus, after average increases 0 
19.4% in 1980 and 10.4% in 1981, producer prices of industrial goods rose by only 6.2 % in 1982. 
While private credit to the sector remained at the same level as in 1981, public credit rose to 
8700 million bolivares —an increase of 2% over the preceding year. Financing supplied to 
government enterprises increased by 35% and represented 65% of the total. This oe 
increase was concentrated in the steel and aluminium industries and was devoted to meeting 
expansion costs and productive improvements in these activities. 
Official policy in connection with the manufacturing sector was basically the same as in 1979, 
although some changes became necessary due to the prevailing difficult financial circumstances. In 
particular, steps were taken to support national industry and at the same time save foreign currency. 
On the one hand, a start was made with the application of the “Buy Venezuelan” decree designed to 
promote purchases of national goods and inputs, and on the other, measures were adopted in the 
sphere of customs’ tariffs. The textile and footwear industries benefited from supplementary support 
measures such as the banning of imports of certain products (such as men’s clothing) and the 
adjustment of the domestic prices of such goods. : 
The programme designed to improve and stimulate incoming technological transfers and to 
encourage innovations in the industrial field continued in force. The Fund for the Promotion of | 
Technical Innovation (FINTEC) began its first programme in this context. Productivity evaluations 


Table 7 


VENEZUELA: MAIN INDICATORS OF MANUFACTURING PRODUCTION AND 
OF THE INTERCONNECTED ELECTRICITY DISTRIBUTION SYSTEM 


Thousands of tons Growth rates 
1980.) 51985 > (1982s 1) 1980) airy] IPE Aa 
Pig iron 498 417 202 -16.3 -51.6 
Steel 1 784 1 818 1 990 39.0 1.9 9.5 
Bars 469 482 444 45.7 2.8 -7.9 
Aluminium 326 314 DIS 53.8 -3.7 -12.4 
Alcasa 110 112 94 3.8 1.8 -16.1 
Venalum 216 202 181 103.7 -6.5 -10.4 
Cement 4 842 4 876 5 432 21.9 0.7 11.4 
Ammonia 439 504 535 32.6 14.8 6.2 
Sulphuric acid 114 a2 113 -10.9 -30.7 43.0 
Urea 276 315 72 257 14.1 18.1 
Fertilizers ; 441 485 630 48.5 10.0 299 
Motor tyres 3 483 3 681 3 590 131 Sur -2.5 
Paper and cardboard 501 501 481 -2.0 -4.0 
Sugar, 325, 303 364 0.9 -6.2 20.1 
Vehicles 155 154 155 -1.9 -0.6 0.6 
Passenger vehicles 94 82 94 2.2 -12.8 14.6 
Commercial vehicles 61 72 61 -7.6 18.0 -15.3 
Electric energy“ 
Installed capacity “ 7.8 8.9 10.9 2.5 14.4 22.3 
Generation ; 33.4 35.3 41.4 177 55 17S 
Consumption Q7ishh 29.0 30.0 14.8 4.7 35 
Industrial 15.0 14.3 14.4 35) 49 0.6 
Residential 5.6 6.6 6.9 23.9 172 a 
Other Hb 8.1 8.7 24.0 15.4 Tal 


Source: ECLA, on the basis of official data. 
“Preliminary figures. 
Thousands of units. 
includes individual plants and generating units. 
Millions of kW. 
“Billions of kWh. 
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ar also made in some industrial activities, and the improvement programmes underway in several 
it ag were continued. The registration of national and international standards was also 
xtended. 
_ Investment in the manufacturing sector, either for the installation of new production facilities 
he expansion of output capacity, amounted in the year to a total of 3 500 million bolivares. 
aditional industrial activities accounted for nearly half this sum, a further third being devoted to the 
oduction of intermediate goods, in which respect the execution of the first phase of the Zulia Steel- 
al Programme !° and improvements to the alumina plant! deserve particular mention. This last- 
named effort raised the level of investment in the aluminium industry to a total of US$ 1 800 million 
in the period 1974-1982. pth 
-__v) Gonstruction. The deteriorating trend of activity observed since 1979 in this sector continued 
‘in 1982, when the gross product of the sector decreased by almost 5 % (see table 3). This unfavourable 
“trend was due to various financial difficulties. In the first place, credit problems limited the financing 
‘of both the construction and the purchase of dwellings, and weakened private demand. Secondly, 
fiscal limitations brought about a severe contraction in public investment. In spite of this reduction, 
however, the public sector increased its participation from the already traditional level of more than 
two-thirds of the total product of this sector in 1981 to 73% in 1982. The main activities carried out 
were those connected with productive investments in the State-owned enterprises already 
mentioned. Expenditure on the construction of transport infrastructure also increased to a level 
exceeding 6 billion bolivares. 

Housing construction, for its part, rose by 2.5% in the year to a total of 93 500 units (see 
table 8). This increment was mainly due to the public sector, which increased the number of housing 
units built by 13% and thus raised its share in national housing construction to more than 50% for 
the first time since 1976. Private house-building activity, in contrast, contracted by 6.5%. 

Government policy in this sphere tended to support plans for low-cost housing facilities. 

Mortgage loans to the sector, which amounted to 16 800 million bolivares, showed an increase of 
33% in the year. Of this total, almost 60% was used to finance the purchase of dwellings, the 
remainder being devoted to construction. High interest rates militated against bigger growth in these 
credits. 
. Effective demand for dwellings decreased in 1982, and by the end of the first half-year the 
~ number of units unsold totalled some 35 000, or 27% more than at the same period of the preceding 
‘year. Furthermore, the selling price of almost half of these housing units was between US$ 35 000 
and US$ 58 000, whereas one of the main characteristics of prevailing demand was the predominant 
proportion of low-income buyers. 

vi) Electric power. Total electricity generating capacity increased in 1982 by 22%, thereby 
further accentuating the spectacular growth which took it from 2.8 million KW in 1972 to 10.9 
million ten years later (see table 7). Gross electric power generation rose by 17% to 41 432 million 
kWh. The interconnected distribution system showed lower growth rates. Its installed capacity was 
increased by 10.7% and it produced slightly more than 36 200 million kWh, an increment of 4.7% 
over the preceding year. Participation of the interconnected network in total national generation thus 
fell from 98% to 87 % between 1981 and 1982. Government-operated power stations, for their part, 
generated 73% of the total. As far as energy sources were concerned, hydroelectric plants accounted 
for over 48% of the total, the remaining 52% being supplied by thermal generating plants. 

At the same time, investment programmes were continued in order to expand installed capacity 
and power transmission and distribution networks. The Compafiia de Electrificacién del Caroni,C.A. 
(EDELCA) continued work on the final stage of construction of the “Rat! Leoni” power plant; and the 


10The law financing this project was enacted in 1982. It provides for the investment of 30 billion bolivares to develop 
the Guasaure coal mines and erect an iron and steel production complex, the first phase of which consists of the installation of a 
medium-profile rolling mill with an annual capacity of 480 000 tons. 

In 1982, 95% of the project of the government-owned company Interamericana de Aluminio C.A. 
(INTERALUMINA) was completed, at a cost of 1 290 million bolivares. The aim of this project is to supply alumina so as to 
make the Venezuelan aluminium industry more self-sufficient and save imports to an estimated value of almost US$ 250 
million. Two production lines, each of 500 000 tons capacity, were expected to come into operation in the first half of 1983, 
with the plant achieving full-scale operation in 1984. 
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Compafifa Anénima de Administraci6n y Fomento Eléctrico (CODAFE) went ahead with its resear 
programmes on other sources of energy. 


c) Employment and unemployment 


In the first half of 1982 (the last period for which statistical information is available) th 
deteriorating trend observed since 1979 in the employment situation in Venezuela continued to 
worsen. The number of unemployed increased from 259 000 in the first half of 1981 to 333 000 in the - 
same period of 1982, so that the unemployment rate rose from 6.2 to 7.1% (see table 9). ‘ 


Table 8 
VENEZUELA: CONSTRUCTION OF DWELLINGS 


Thousands of units Growth rates 
nina ie See ee ees ees ee 

1979 1980 1981 1982° 1980 1981 1982* 

I el aetna I SN tA OP CELE SEITE EES SSS 

Total 67.6 83.6 91.2 93.5, 23.5 9.1 (45, 
Public sector” 32.9 40.0 43.0.- 48.5 21.3 7.7 12.6 
Inavi « 26.6 26.0 27.1 S11 -2.0 4.0 14.8 
Rural dwellings 5.3 13:1 14.8 14.3 148.2 13.4 -3.7 
Other agencies® 1.1 0.8 ia 3d, -23.1 522 175.8 
Private sector® 34.7 43.6 48.1 45.0 25.6 10.5 -6.5 
a hc 
Source: ECLA, on the basis of statistics contained in the address by the President of Venezuela to the Congress of the Republic, 


March 1983. 
“Preliminary figures. 
*Including plots and credits to low-income purchasers (FUNDACOMUN). Y ; 
‘Including Centro Simén Bolivar, Corporacién Venezolana de Guayana and Instituto Nacional Agrario. 
“These figures refer to finished dwellings as from the year 1978, according to FUNDACOMUN. 


Table 9 
VENEZUELA: EMPLOYMENT AND UNEMPLOYMENT 


Growth rates 


1979 1980 1981 1982 7979 1980 1981 1982" 1982° 


Thousands of persons 


Total employment 4054 4197 4300 4351 2.5 be: 2.5 1.8 0.5 
Production of goods 1713 1743 1758 1790° -03 1.8 0.8 2.8 0.9 
Agriculture 628" 651"? "651 644 = -2.6 0.5 - 17 2.6 
Petroleum and mining 56 63 58 6ST S125 Sep orate 5:2 
Manufacturing 663 668 678 672 -0.3 0.8 135 - -1.5 
Construction 366... 281 391 409 2.2 41 2.6 U2 1.5 
Basic services 330 «347 365s 3654 3.8 52 5.2 - -0.8 
Electricity, gas and water 48 49 50 51 6.7 2.1 2.0 4.5 -1.0 
Transport and communications 282 293 315 313 S80 Dail 7.) -0.5 -0.7 
Other services 2.011. 2.107... 2.177., 2.197 4.7 4.8 3.3 1.4 0.4 
Commerce 730 787 6.1 7.8 
Finance 173 186 | ose Bese 4.6 16-077 
Others TLOR 14134 "18157 re 4.4 23 2.0 ile 1.8 
Percentages 
Rate of unemployment 5.4 De, 6.2 Hcl 
Gross participation rate’ 58.0. 9 58:2 ap 8G s5S:8 
Bolivares 
Average monthly family income 3000 3602 3956 4072 148 20.0 9.8 5.0 0.9 
placa, — allie Maia Mites) A tdetitath aig RR A 


Source: ECLA, on the basis of data compiled by the Oficina Central de Estadistica e Informatica (OCEI), reproduced in the 
publication entitled Encuesta de Hogares. 
“First half of 1982. 


_First half of 1982 in relation to the same period of 1981. 
jeitst half of 1982 in relation to the second half of 1981. 
Population aged 15 and over, as a percentage of total population. 
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____ In absolute terms, total employment showed a small increment of only 1.8% over the same 
period, thereby failing to absorb the natural growth of the work force. If the level of employment in 
he second half of 1981 is compared with the first half of 1982, the growing deterioration referred to 
s seen to have affected almost all activities, growth rates in general either being negative or lower 
an in 1981, with the exception of agriculture. 
- Contrasting with developments in previous years, it was the goods-producing sectors that 
owed the greatest increase in employed in 1982. Petroleum and mining registered the higher 
ative increases as a result of vigorous investment efforts in these sectors and the policy of 
protecting jobs in State-operated enterprises. The building industry also showed a significant 
increase of 7% in the level of employment between the first half of 1981 and the same period in 
1982.!2 In view of the contraction of the gross product in the above-mentioned sectors, it must be 
ncluded that a marked decrease in productivity took place in the year. 
se The level of employment in the services sectors remained virtually unchanged, reflecting the 
_ effects on commerce of the prevailing acute financial difficulties. Only the residual component of 
_ these sectors showed a small positive variation. This component consists mainly of self-employed 
_workers, whose participation in the total work force also increased. 
a Average family income, for its part, showed a very small increment in nominal terms of 5.5% 
_ between the first six months of 1981 and the same period in 1982. Since there was a 10% rise in prices 
‘between these two periods, this means there was a contraction of income in real terms. 


+ 
3. The external sector 


a) Merchandise trade 


i) General trends. This sector experienced a significant change in 1982 since external sales 
showed an appreciable drop in both value and volume, with consequent deterioration in the trade 
balance and terms of trade. 

Exports of goods fell in value in absolute terms for the first time since 1978, but on this occasion 
the decline was much greater (-17%). Export volumes also contracted (-11%), as did unit values, 
though to a lesser degree (-6%) (see table 10). Imports, on the other hand, rose considerably in 
“volume (13%) although lower unit values had the effect of limiting the rise in the total value of 
“imports to only 6.4%, or half the rate recorded in 1981. 

The drop in import prices also enabled the decline in the terms of trade to be kept down to only 
1%, so that they stood at the same level as two years earlier. However, the purchasing power of 
export earnings fell by almost 15%, reaching a level lower than in 1979. 

ii) Exports of goods. The value of external sales in 1982 was below US$ 16 billion, this being 
equivalent, at constant prices, to barely 50% of the 1970 figure. 

Influencing this result was the petroleum situation already referred to, which caused a drop of 
22% in the value of hydrocarbon exports (see table 11). Export sales of crude oil showed a drop of 
16% in value and 9% in average price. While the sales volume of petroleum products rose slightly 
(2%), average prices dropped by 5% with a consequent decrease in total value (see tables 4and 5). A 
small contraction was therefore recorded in the share of hydrocarbon products in total exports, 
though they still continued to generate 93% of the total value of the country’s external sales of goods. 

Aluminium —another traditional export product— also met with unfavourable conditions in 
_ the international market. Exports fell by 19% as a result of a contraction of 12% in volume (which 
was only a little over 208 000 tons) and 6.6% in average price (see table 11). 

Sales of iron ore, for their part, registered a reversal in the expansionary trend observed for the 
previous two years, and the physical volume contracted by almost 50% from 12.4 to 6.6 million tons. 
Total value, however, fell in this case by only 2%. ; 

Among non-traditional exports, external sales of iron and steel products diminished in value by 
approximately one-third, falling to less than US$ 60 million. On the other hand, sales of 
pharmaceutical and petrochemical products (ammonia, urea, ehtylene, etc.) increased by more than 


¢ 


12In the light of total results in this sector, however, it would be appropriate to assume that the level of employment 


contracted a good deal over the whole year. 
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50% to a value of US$ 153 million in the year. The value of exports of non-traditional products as 
whole (ie., excluding petroleum, iron ore and aluminium) rose by more than 10%. | 
In order to promote and diversify exports in general, technical assistance was provided, 
together with credit support and export credit guarantees. The export Financing Fund (FINEXPO) 
granted direct and indirect credits totalling almost 500 million bolivares: an increase of 40% over th 
preceding year. To these were added 167 million bolivares in the form of supplementary assistanc 
provided by the commercial banks. More than 80% of the direct credits were granted to the metal 
products and machinery industry, which thus received 129 million bolivares. The remainder went to 
construction, fishing and the chemical and electronic sectors. ; 5 | 
In addition, within the framework of its programme of international financial co-operation, the | 
government allocated to FINEXPO a total of 726 million bolivares for export-promotion purposes in 
line with the country’s international agreements and in particular with those arrived at with the 
Central American and Caribbean countries. Worthy of particular mention in this respect was the 
provision of financing for the construction of a suspension bridge in Panama and a power | 


transmission line in Colombia. 


> 


Table 10 
VENEZUELA: MAIN FOREIGN TRADE INDICATORS 


nes Sr 


ONLI 1978 1979 1980 1981 1982 


Growth rates 
Exports of goods, FOB 


Value Bel -4.8 53.9 34.5 4.2 -16.7 

Volume -9.3 -1.0 11.8 -8.4 -7.3 -11.4 

Unit value 13.8 -3.8 39.5 46.5 12.5 -6.0 
Imports of goods, FOB 

Value 38.9 10.2 -11.0 8.7 13.8 6.4 

Volume Pa ee w HS. -17.0 -6.8 i 12.9 

Unit value 7.6 7.1 US 16.6 (HRS) -5.8 
Terms of trade, goods (FOB/CIF) 6.0 -10.2 29.6 20-1 0.7 -0.9 

Indexes (1970 = 100) . 

Terms of trade, goods (FOB/CIF) 344.6 309.6 401.1 509.9 5130 508.8 
Purchasing power of exports of goods* 202.1 WD 260.4 305.1 285.6 244.6 
Purchasing power of exports of goods ; 
and services 201.5 181.8 25D 299.4 278.9 238.8 


Source: ECLA, on the basis of official data. 
Volume of exports of goods, or of goods and services as the case may be, adjusted in accordance with the corresponding terms 
of trade index. 


Table 11 


VENEZUELA: EXPORTS OF GOODS, FOB 


= P 
Millions of dollars ahs pee Growth rates 


1979 1980 1981 1982° 1970 1982* 1980 1981 1982* 


Total’ 14360 19275 20181 1 
Csi aes be 7 5952 100.0 100.0 342 47 -21.0 
products 13 609 18301 19094 14892 905 934 345 43. - 
Iron ore 138 148 169 166-1100 5:3 Leah Dee ry . 
Aluminium 182 402 409 $31 | 030 820 1900 
thers 431 424 509 563 3.9 3.5 -1.6 20.0 10.6 


Source: ECLA, on the basis of official statistics. 
, Preliminary figures. 


Owing to the different i i inci ; : 
ee nt sources of information used, the totals do not coincide exactly with those shown in table 13 (balance of 
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VENEZUELA 
3 ie . Table 12 
i VENEZUELA: IMPORTS OF GOODS, CIF 


Millions of dollars Percentage 
: breakdown 


Tae Dn ee cree ioe. SENS ET mine» SSA METS AW MEISE shine 
1980 1981 LOS 2799190081982 sal979 


Growth rates 
1980 1981 1982 
LO.6sdo, Lior 5 ag. OO. o 600.0. 2,9 sf). 5.80 7s eek 


onsumer goods Zoek 2850. 1 208 29 23.5 sel, 20,0-— 29.2 4.0 
Foodstuffs and beverages aye OY kay 475 4.9 8.6 0 16.4> 2 292°" S24 
_ Other goods 1662 1706 S23 PRO TAI OIA 13277 2.6 8.2 
- Luxury items 664 680 306 4.9 KI ye 9D odL4 2.4 5.9 
Non-luxury items 998 1026 Sly eooteal fasel Se ened ee es SIZ! 2805 9 
—. . 

_ Inputs and intermediate 
| _ products 3. AU2 A FO22% «11 95622836. 704 35.4), 247) 101 5.6 4.7 
_ Auxiliary raw materials S102 toes 20 W522 te 35.4 e259 Web — b25 6:0 923.7 
_ - for industry 2199 2 B40" T2029 7 FES S97 13.2 18 -13.0 
_- for the agricultural sector 221 260 87 Py LO E26 = 47. 5° eS 0M 
_- fuels and lubricants 173 94 30 le 0.5 -3.0 170.3 -45.7  -30.8 
~ Building materials 518 Wet 634 BS UNS) 594-244 -55992" 12 
- Capital goods i 405) <55°636- 2277 > 42:4 © 4128005.2). 517 Ser 143 1 
. Machinery and tools PiGAT teeqotOS 2a AS22690 1¢ 26:8 sancl.G~ 2133 6.5 -1.0 
_ Transport equipment 1558 2004 193 ecloot IAA. AOA. 2245 nn tO ORs cetee 


~ Source: ECLA, on the basis of official statistics. 

_ “Refers to the period January-June. 

° January-June, compared with the same period in 1981. 

4 “Due to the different sources of information used, total amounts do not coincide with those shown in table 13 (balance of 
payments). 


New products were also added to the list of those benefiting from the Law on Export Incentives, 
for which purpose the sum of 512 million bolivares was granted. Another significant form of export 
* assistance was the export credit insurance system, which provided cover for external sales to a value 
~_ of US$ 512 million. 

iii) Imports of goods. The growth rate of imports of goods, measured in terms of FOB value, was 
only 6.4%, i.e., little over half that recorded in the preceding year. The total value of imports for the 
year came to US$ 13 166 million (see table 10). 

Private sector imports rose by 14% toa value of US$ 9 850 million, whereas those of the public 
sector contracted by 11%, thereby reducing the latter's share in total imports from 30% in 1981 to 
25% in 1982. Imports of the petroleum industry, which in 1981 accounted for more than half of total 
public sector imports, fell in the year to only a quarter of that total. 

However, according to the breakdown of data available for the first half year, the total value of 
external purchases showed only a small drop (-2.4%) as a result of the decrease of approximately 
11% in capital goods. The sub-heading showing the largest contraction within this item was 
transport equipment, imports of which decreased almost 25% compared with the first half of 1981 
(see table 12). 

Raw material purchases also showed an appreciable drop, especially in the case of those used by 

the agricultural sector, whose value fell by 50%. On the other hand, imports of building materials 
more than doubled, with the result that total imports of raw materials and intermediate goods 
increased by 4.7% in the year, i.e., by approximately the same amount as in the preceding year. 

: Imports of consumer goods rose by 4%. Although significant, this growth rate represented 

barely one-seventh of the percentage increases recorded in the two preceding years. Foodstuff 

purchases in particular diminished as a result of the larger national agricultural output. 

The need to stimulate domestic economic activity and the deteriorating balance-of-payments 
situation were the main causes influencing the introduction of some changes in import policy. In the 
first place a new customs tariff was put into effect, and the exemption from payment of import duties 
| previously granted to the public sector, and to the petroleum industry from an even earlier date, were 
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eliminated. In view of the continuing deterioration in the financial situation, this policy was 
reinforced towards the end of the year by the introduction of a further increase 1n cus toms tariffs anda 
ban on the importation of 146 products. 


b) The balance of payments 
The merchandise trade balance showed a surplus of nearly US$ 3 400 million in 1982: i.e., less 
than half that recorded in 1981. The real services account, for its part, which has traditionally shown 
negative results, increased its deficit by 11% to more than US$ 4 300 million. While income under 
this heading contracted for the second consecutive year —on this occasion by 17 %— outgoings 
continued to grow, especially in connection with travel expenses (see table 13). 
The balance of factor services showed an abrupt reversal, with a deficit in 1982 of slightly more 
than US$ 1 900 million compared with a surplus of over US$ 800 million in 1981. Interest received 
on external investments of public-sector resources decreased by almost 25 % due to the repatriation of | 
a considerable proportion of the funds deposited abroad by Petrdleos de Venezuela. Total interest — 
received thus fell by 35% to slightly less than US$ 2 500 million for the year, while payments on the 
other hand rose as a result of high international interest rates to US$ 3 600 million, of which 70% 
represented interest payments on the external public debt. ¢ 

Finally, private unilateral external transfers, consisting mainly of remittances made by | 
foreigners working in Venezuela, also rose considerable to US$ 574 million. 

The results of all these transactions produced a reversal in the current account balance so that, | 
after three consecutive years of surplus amounting altogether to more than US$ 9 billion, this account 
showed a deficit in 1982 of over US$ 3 450 million. 

The capital account balance also showed some very significant development in the year. As a 
result of the difference in interest rates in favour of the United States during the first half of the year 
and of persistent rumours of possible devaluations and exchange-control measures, the outflow of 
private capital reached unaccustomed dimensions, causing a negative balance of more than US$4500 | 
million on short-term private financial movements. 

These outgoings were however compensated by public sector operations which produced a 
positive balance of slightly more than US$ 8 billion. Of this total, US$ 5 120 million represented 
repatriations of capital by government entities. Of particular significance in this respect was the _ 
administration contract signed in September 1982 between Petrdleos de Venezuela and the Central 
Bank whereby the international assets held abroad by the former were transferred to the latter. These — 
incoming transfers amounted to slightly over US$ 3 billion in October and to US$ 630 million in 
December. 

This repatriation of public sector capital avoided a sharp contraction in the international 
reserves held by the Central Bank, which at the end of the year came to US$ 12 200 million. Of this 
total, commercial bank reserves barely exceeded US$ 200 million (representing a reduction of 40% in 
comparison with the preceding year), while those of the Venezuelan Investment Fund (FIV) 
amounted to slightly less than US$ 2 billion —a reduction of 20% in the year (see table 14). 

On the other hand, the Central Bank’s own reserves increased from US$ 7 billion in 1981 to 
slightly over US$ 10 billion at the end of 1982. Apart from the transfer already mentioned of more 
than US$ 3 600 million from Petréleos de Venezuela to the Central Bank, a contribution to this 
increase was also made by the revaluation of gold reserves, which rose in value by US$ 2 935 million 
as the result of an increase in the price per ounce from US$ 42.35 to US$ 300. However, if these 
adjustments are excluded, the country's international reserves are seen to have droppped in the year 
by US$ 7 billion. 


c) External indebtedness 


The medium and long-term external public debt rose considerably in 1982. Loans received and 
securities sold abroad represented a combined total of US$ 4 165 million, or more than four times the 
figure for 1981. At the same time, amortization and settlement payments rose by 80% to US$ 1 579 
million. The disbursed public debt consequently increased by over US$ 2 500 million to a total of 
more than US$ 12 billion by the year’s end, almost double the 1978 total (see table 15). 
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uited private transfer payments 
2 on capital account 
ited official transfer payments 
rm capital 

investment 
tfolio investment 
Other long-term capital - 
- Official sector“ 
Loans disbursed 
_ Amortization payments 

~ Commercial banks‘ 
Loans disbursed 
_ Amortization payments 

_ Other sectors 
Loans disbursed 
___ Amortization payments 
' Short-term capital 
Official sector 
ommercial banks 
_ Other sectors 

Errors and omissions (net) 


f 


| Global balance“ 

_ Total variation in reserves 

| (- sign indicates an increase) 

' Monetary gold 

_ Special Drawing Rights 

__ IMF reserve position 
Foreign exchange assets 

_ Other assets 

| _ Use made of IMF credit 


_ “Preliminary figures. 
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Real services also include other official and private transactions, but not factor services. 


“In addition to loans received and amortization payments ma' 


12 378 


4724 
1516 
2 349 


 .1551 


-46 
-25 
160 
-62 
-123 
-175 
119 
-945 


52 
1202 
-1 077 
-151 
11 

39 
-200 
-1 330 


2 494 
-2 676 


-101 
-14 

-1 446 
-1 115 


Se ee eee 
~ Source: 1977-1981: International Monetary Fund, Balance of Payments Yearbook, 1982: ECLA, on the basis of official data. 


de, this entry includes net lodns granted and other assets and 


The global balance is the sum of the current account balance plus the balance on capital account. The difference between total 
variation in reserves of opposite sign and the global balance represents counterpart Items: monetization of gold, allocation of 


% 
liabilities. 
> 

a 

- 


Special Drawing Rights, and variation due to revaluation. 
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Debt servicing costs rose in 1982 by 22% to US$ 2 790 million. Particularly important in this 
connection was an increase of 70% in amortization payments, largely due to the irregular distributio: 
of due dates. More than a quarter of the medium and long-term debt thus falls due within the next tw 
years, and only 40% matures after 1987. 

The short-term external debt came to almost US$ 11 billion, of which the central government 
accounted for US$ 6 600 million and other public entities for US$ 4 200 million. The total external 
public debt therefore came to almost US$ 27 billion, to which should be added US$ 3, billion 
corresponding to private sector liabilities. Interest payments on this overall debt increased in the year 
by 37% to a total of US$ 3 600 million. Servicing costs on the total debt were thus equivalent to 30% _ 
of exports of goods and services, or almost double the level of the preceding year. S| 

Because of the big imbalance in the distribution of the due dates of the total public debt, a law 
was approved by Congress in 1981 authorizing the Executive to undertake credit negotiations witha _ 
view to refinancing almost US$ 13 000 million worth of short-term indebtedness incurred by _ 
decentralized public entities. However, access to international financial markets became considerably | 


Table 14 
VENEZUELA: INTERNATIONAL RESERVES 
(Millions of dollars) 


ET 


Venezuelan 
Central Bank Commercial banks Investment Total 
Fund 
At the end of: 
1976 8 570 74 641 9 285 
1977 8 154 68 916 9 129 
1978 6 438 288 873 7 599 
1979 7 740 350 729 8 819 
1980 7 025 Su 1 483 8 885 
1981 8 619 338 2 452 11 409 
1982 10 039 206 1 953 12 198 


Source: ECLA, on the basis of statistics compiled by the Central Bank of Venezuela. 


Table 15 
VENEZUELA: INDICATORS OF EXTERNAL INDEBTEDNESS 
(Millions of dollars) 


ee 


End-year balances 


1977 1978 1979 1980 1981 1982* 


Disbursed external public debt incurred in 
accordance with the Law on Public Credit:” 


Balance 4715 7252 8215 9655 “SSISNeraeied 
Servicing of the debt 979 967 1 425...' 29122) 92°28 eae 
Capital 769 569 865 1 168 941 1579 
Interest 212 398 560 954 4-1 340 “egal 
Disbursed global external indebtedness 
oneet 10812 16385 23078 26494 28777 30 000° 
nterest 402 710° 190369 18613"  92°622-) St60e 
Servicing of the debt as a percentage 
of exports of goods and services“ 11.5 13.0 LP? 13.9 72 30.0 


Source: ECLA, on the basis of statistics from the Central Bank of Venezuela and from international financial agencies 
, Preliminary figures. ; 
Excluding the floating debt. 

ECLA estimates, based on the movements in the relevant balance of payments items. 


Debt servicing costs used in calculating this coefficient include amortization of the public debt incurred in accordance with the 
Law on Public Credit, and interest payments on the total debt. 
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VENEZUELA 
Table 16 
VENEZUELA: EVOLUTION OF PRICES 


1978 1979 1980 


Variation from December to December 


nsumer prices® 7.0 20.5 19.6 10.8 Va 
Food > 7.0 34.4 223 12.7 6.9 
Clothing 12.9 40.2 45.4 -2.2 -3.0 
Wholesale prices 5.8 15.4 16.9 11.3 6.2 
__ Imported products 6.7 11.2 14.2 9.5 asf 
__ Domestic products 45 18.4 18.6 12°3 6.5 
% Agricultural products 0.6 30.3 Aad 12.4 4.5 
¢ Manufactures 27 5.8 16.2 10.1 6.1 
Variation between annual averages 
_ Consumer prices* 7.1 12,3 21.6 16.1 9.9 
_ Food a 16.6 33.1 18.5 Shi 
~ Clothing 8.5 25.3 46.2 16.2 -2.7 
_ Wholesale prices 74 9.3 20.1 13.8 8.0 
Imported products 6.2 7.6 15.6 11.8 12 
Domestic products 8.3 10.4 22.9 15.0 8.6 
Agricultural products 5.0 12.6 27.4 19.6 3.2 
Manufactures 76 8.1 17.4 eS 8.3 


Source: ECLA, on the basis of official statistics. 
In the Caracas metropolitan area. 


more difficult in the course of the year, with the result that it was only possible to refinance some 
US$ 6 300 million of these debts. The maturity dates ruling at the end of the year continued to show 
considerable imbalances, with almost half of the total public debt (US$ 13 billion) being due for 


- settlement within one year and only 22% after 1987. 


4. Prices 


The rate of inflation was again held down in 1982. The variation between annual averages as 
measured by the consumer price index for the metropolitan area of Caracas barely reached 10%, 
which was less than two-thirds of the increase in the preceding year. The deceleration of the 
inflationary process was intensified in the second half of the year, with the result that the December- 
December price variation came to only 7.7% —a good deal less than the 11% recorded in 1981 and 
much less than the annual increases of approximately 20% in 1980 and 1979 (see table 16 and 
figure 2). 

Wholesale prices followed a similar trend, showing lower increases than in the preceding year 
(6.2% between December and December and an average annual variation of 8%) but higher than the 
equivalent results recorded in 1978. The price increase in the case of domestic products was 6.5%, 
while that of imported products came to 5.7%. Contributing decisively to this result was an increase 
of almost 50% in energy and fuel costs, due to the increase in the domestic price of gasoline which 
came into effect in May. Among foreign products, the items showing the highest increases were 


agricultural products (28%) and building materials (24%). The lower increase in consumer prices 
was noticeable in all population centres but was especially marked in Maracaibo, where the 
December-December variation dropped from 17% in 1981 to 10.4% in 1982, and in Mérida (where 
the rate of increase contracted from almost 20% in 1981 to 8.6% in 1982). 

In so far as the individual components of the index were concerned, clothing and footwear 
showed a drop in prices of 3% in absolute terms, due mainly to their inclusion in 1981 in the list of 
articles of prime necessity for which a price reduction of 10% was officially instituted. The prices of 
products for household use rose by only 3%, in contrast with a sharp increase of more thar 14% in 
the previous year. Foodstuffs, beverages and tobacco also showed a lower level of inflation of 6.9% in 
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ner government deposits 


982 compared with 12.7% the year before. Other product prices rose by 14.4%, exceeding the 
quivalent rate of 8.8% in 1981. The main causes of this variation were the higher prices of 
; ‘ansportation (37%) and communications (58%). 

The deterioration in family incomes brought about a lessening of demand for durable consumer 
oods, and this in turn restrained price increases in this product group. Thus, compared with an 
ncrease of 9.9% in 1981, they rose by only 1% in 1982. Prices of semi-durable goods dropped by 2% 
n absolute terms after having risen by more than 14% in 1981. Contrasting with these moderate 
variations, the prices of non-durable goods and services followed a marked upward trend, with 
srowth rates of 13.6% and 12.5% respectively. 

The slower growth rate of national demand, which affected private consumption and still more 
that of the government, was largely responsible for the lower general rate of inflation. To this was 
sdded the more moderate increase in producer prices, the bigger supply of agricultural products, and 
the effect of various anti-inflationary measures. 

The policy of “realistic prices” introduced in 1979 continued on the whole to be applied in 1982. 
Maximum selling prices were established for approximately 3 000 products regarded as essential, 
some of which were subsidized. Furthermore, the government fixed some minimum prices in order 
_ to protect certain productive activities, and also regulated public service tariffs. 

Official supervision was also exercised over goods not subject to fixed prices, and it was made 
obligatory to give at least 30 days’ advance notice of any price change. Contrary to what occurred in 


iw 1981, prices in this market sector rose less (7.4%) than those in the controlled-price group (8.4%). 


5. Monetary and fiscal policy 


a) Monetary policy 
| In 1982, the monetary base contracted (by 10%) for the first time in recent years. Although the 
international reserves rose by almost 17%, loans to the government and purchases of public sector 
~ “securities increased tenfold, and rediscounts and advances granted by the monetary authority trebled 
in value, other Central Bank assets underwent a radical change with a significantly contractive effect. 
Moreover, the Venezuelan Investment Fund (FIV) and other decentralized agencies increased their 
x _ deposits with the Central Bank to an unaccustomed extent, raising them by a factor of no less than 23 
(see table 17). , 

The contraction in the monetary base brought about a reduction of slightly more than 8% in the 
means of payment. Current account deposits dropped by 10%, while currency outside banks 
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Table 18 


VENEZUELA: EVOLUTION OF THE MEANS OF PAYMENT ¢ 
Billions of bolivares Growth rates t 


1979 1980 1981 1982" 1970 1980 1981 1982* | 
DP te eee 


2 | 

Deposits oncurent acount 42 378 0) tld 2ST 2 
Total means of payment (M,) 43.9 49.9 53.5 49.0 6.7 13.7 7.1 tl 
i i : 28.6 8.2 13.8 10.8 -1.0 . 
aA alae others 72 7 23 515 38.6 °° "eng tn sz ane 
Total quasi-money 40.1 53.8 71.2 80.1 25.3 34.0 32:5 12.38} 
Monetary liquidity (M,) 84.0 103.7 124.7 129.1 14.8 23.4 20.2 3.6 
Mortgage bonds 13.6 10.3 7A Dee. -4.8 -24.0 -28.5 -24.9 : 
Expanded liquidity (M;) 97.6 114.0 132.1 134.6 11.6 16.8 15.8 2.0 


Source: ECLA, on the basis of statistics compiled by the Central Bank of Venezuela. 
Note: M, = M, + quasi-money. M, = M, + mortgage bonds. 
“Preliminary figures. 


Table 19 


VENEZUELA: DIFFERENTIALS BETWEEN DOMESTIC AND 
EXTERNAL INTEREST RATES 


(Percentages) 
a 
United States 
United States b 90-day 90-day 
prime rate* bor certificates Euro-deposits 
of deposit® 


Quarter 
1980 
I -3.14 -1.65 -0.83 -1.45 
II -1.97 1.84 2.26 1.67 
Ill 0.40 ie 0.81 0.03 
IV -2.60 -2.63 -2.71 -3.35 
Annual average -1.82 -0.20 -0.11 -0.98 
1981 
I -4.67 -2.40 -1.41 -2.18 
II -5.85- -3.81 -3.87 -4.58 
Ill -6.29 -4.45 -3.30 -4.02 
IV -0.67 1.88 2.37 1.31 
Annual average -4.37 -2.20 -1.55 -2.37 
1982 
J -0.25 0.96 0.28 -0.18 
II -0.06 1.40 0.86 0.39 
Ill 2.20 4.48 4.73 4.15 
IV 5.19 0.82 6.40 5.87 
Annual average 1.80 3.36 3.07 2.56 


Source: ECLA, on the basis of statistics compiled by the Central Bank of Venezuela. 

“Official commercial bank rate for loans and discounts, less the prime rate on the United States market. 
Official commercial bank rate for loans and discounts, less LIBOR. 

“Agreed domestic rate for fixed-term deposits, less rate for 90-day certificates of deposit in the United States. 
Agreed domestic rate for fixed-term deposits, less rate for 90-day Euro-deposits. 
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decreased by 3%. On the other hand, quasi-money rose by almost 13% thanks to an increase of 22% 
in time deposits in the financial system (see table 18). 

_ Although at the beginning of the year an attempt was made to continue applying the restrictive 
and fundamentally anti-inflationary policy instituted in 1979, it became necessary to introduce some 
changes in that policy in the light of the prevailing foreign trade and fiscal situation. The effects of the 
ifficult petroleum situation began to make themselves felt in mid-February leading to some flight of 
‘private capital. The resulting transfers of foreign currency from the Central Bank to commercial 
3 caused a reduction of more than US$ 4 billion in the international reserves. between February 

and June. 

The first corrective measures adopted were aimed at limiting the outflows of foreign currency. 
_ Thus, residents were authorized to make local foreign currency deposits and domestic interest rates 
_ were adjusted. As a result, the difference between rates paid in Venezuela and in the United States 
_became favourable to the former (see table 19). 

i Furthermore, the contraction of government expenditure as a result of the drop in 
_ international oil prices naturally had a serious effect on domestic activity. With a view to 


_ compensating these adverse effects, substantial changes were introduced in monetary policy during 
the second half of the year. On the one hand, the rediscount rate was reduced from 14% to 13% and 
__ advances to the commercial banks were increased, rising from 63 million bolivares in June to more 
than 2 billion in September and approximately 5.5 billion in December. As a result, bank credits 
increased by 9.4% and mortgage loans granted by the national savings and loan system rose by 2%. 
ry The outflow of capital nevertheless continued, encouraged by the persistently unfavourable 
petroleum and fiscal prospects and by the negative effect of the increasingly general financial 
problems in other countries of the region, and the Central Bank reserves fell by a further billion 
_ dollars between June and August. 
: It was therefore decided in September to revalue the country’s gold reserves, the price per ounce 
being raised from US$ 42.25 to US$ 300. This produced an increase of almost US$ 3 billion in the 
value of the international reserves. In addition, the administration of all public sector international 
assets 13 was concentrated in the Central Bank, as a result of which the latter received some US$ 4 
billion. Despite all these measures, however, it did not prove possible to staunch the outflow of 
foreign currency, which reached a total of between US$ 7 billion and 10 billion in the year. 


b) Fiscal policy 

The lower price of petroleum and the growing marketing difficulties affecting this product had 
a marked effect on fiscal management, since current government revenue has for some years 
depended largely (approximately 70%) on tax receipts and contributions from the petroleum 
industry. 

Steps were consequently taken in April to readjust the fiscal budget. Attempts to reduce costs 
led to a cut of 7% in current expenditure. Due to the policy of public sector job protection, however, 
wage and salary costs fell by only 2%. In contrast, financial subsidies paid by the government 
decreased by almost 17%, although because of the considerable increase of these subsidies in 1981, 
their value in 1982 was nevertheless more than four times the amount disbursed in 1979 (see 
| table 20). 

Capital expenditure, for its part, contracted by more than 40%, representing only 23% of total 
outgoings compared with more than 35% in 1981. Financial investment was the item showing the 
| greatest drop (72%), while real investment decreased by 7%. 

On the other hand, public debt servicing costs rose by 67%, i.e., more than double the amount 
saved in 1979. This meant that total government expenditure only went down by 9%, to 
approximately 86 billion bolivares. 

Income fell by more than 15%, due mainly to a drop of approximately 31% in revenue from 
petroleum, which declined from almost 71 billion bolivares in 1981 to only 49 billion in 1982, thereby 
reducing the participation of this item in total government income from 77% to 63% —the lowest 


. 


13 Comprising those of autonomous public institutions and of all State enterprises, including Petréleos de Venezuela but 


excluding the Venezuelan Investment Fund. 
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level recorded in the recent past. However, as a result of the higher taxation on consumption 
introduced in April (and in particular that applicable to gasoline and tobacco), revenue from indirect 
taxation rose by 62%, attenuating to some extent the drop in total income. : ‘ 

The fiscal deficit in 1982 nevertheless exceeded 8 billion bolivares, but although almost four 
times greater than in the preceding year, this was nevertheless less than the equivalent result in 1980. 
In order to finance this deficit, external credit of approximately 3.5 billion bolivares was resorted to. 
Although more than twice the amount used in 1981, this barely covered 42 % of the deficit: the lowest 
such proportion in recent years. - 
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